DEPARTMENT  OF 
AGRICULTURE 

Farmers  Home  Administration 


LOAN  PROGRAMS 


Redesisnation/  Consolidation,  and  Revisioi 


'44668 


RULES  AND  REGULATIONS 


ritl«7— Agricultura 

CHAPTER  XVIII— FARMERS  HOME  AD¬ 
MINISTRATION.  DEPARTMENT  OF  AGRI¬ 
CULTURE 

|PmHA  Instructions  441.1,  441.2,  441.3,  443.1. 
443.3,  443.3,  462.1,  »nd  1904-C] 

REDESIGNATION,  REVISION, 
CONSOLIDATION 

AGENCY:  Farmers  Home  Administra¬ 
tion,  USDA. 

ACTION;  Final  Rule  with  comments  re¬ 
quested. 

SUMMARY:  Tlie  Farmers  Home  Admln- 
Istraticoi  (FmHA)  establishes  new  regu¬ 
lations  for  Farmer  Program  insured 
loans  as  a  part  of  a  general  administra¬ 
tive  restructuring  of  all  insured  loan  reg¬ 
ulations.  nils  rule  redesignates,  clarifies, 
consolidates  and  revises  the  regulations 
concerning  insured  Farmer  Program 
loans. 

DATES:  Effective  September  6,  1977. 
Comments  must  be  received  on  or  before 
October  6,  1977. 

ADDRESSES:  Submit  written  com¬ 
ments  to  the  Office  of  the  Chief,  Direc¬ 
tives  Management  Branch,  Farmers 
Home  Administration,  UB.  Departmoit 
of  Agriculture,  Room  6316,  Washington, 
D.C.  20250.  All  written  comments  made 
pursuant  to  this  notice  will  be  available 
for  public  inspection  at  the  address  given 
above. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Mr.  Denton  E.  Sprague,  202-447-4597. 

SUPPLEMENTARY  INFORMATION: 
The  FmHA  amends  its  regulations  by 
adding  a  new  Sutniart  C  to  Part  1904, 
Chapter  XVIII,  Title  7,  Code  of  Federal 
Regulations  by  deleting  those  regulations 
incorporated  into  Part  1904,  Subpart  C 
and  by  making  all  appropriate  cross-ref¬ 
erence  changes.  Subpart  C,  “Farmer  Pro¬ 
gram  Loans,”  (§§  1904.101-1904.200)  of 
this  Part  1904  redesignates,  clarifies,  con¬ 
solidates  and  revises  the  regulations  con¬ 
cerning  insured  Parmer  Program  loans. 
Most  of  the  new  Subpart  C  was  takm 
from  Subchapter  B — ^Loans  and  Grants 
Primarily  for  Real  Estate  Purposes,  Part 
1821,  Subparts  A  and  B,  Subchapter  C — 
Loans  Primarily  for  Production  Purposes. 
Part  1831,  Subparts  A  and  B,  Part  1832, 
Sul^art  A,  and  Subchapter  E — Account 
Servicing,  Part  1867. 

This  new  Subpart  C  of  Part  1904  sets 
forth  regulations  for  recreation  loans 
and  for  making  loans  to  entrymen  mi 
impatented  public  lands  which  have  pre¬ 
viously  been  in  effect  but  not  published 
in  the  Federal  Register.  Section  1904.180 
of  Subpart  C  contains  the  regulations  for 
recreation  loans  which  allows  FmHA  to 
make  loans  to  assist  eligible  farmers  in 
increasing  their  incomes  by  converting 
all  or  portlcms  of  their  farms  and 
ranches  to  income-producing  outdoor 
recreation  enterprises.  Exhibit  A  to  Sub¬ 
part  C,  “Farmers  Home  Administration 
Loans  to  Entrymen  on  Unpatented  Pub¬ 
lic  Lands,”  provides  additional  policies 
and  procedures  applicable  to  FmHA 


loans  to  homestead  and  desertland  en¬ 
trymen  whldi  are  to  be  secured  by  real 
estate,  and  the  taking  of  real  estate 
mortgages  on  entries  to  secure  such 
loans.  Since  these  regulations  have  been 
in  existence  for  several  years  the  FmHA 
requests  that  comments  be  submitted  for 
consideration  and  substantive  comments 
will  be  considered  for  incorporation  in 
future  revisions. 

It  is  the  policy  of  this  Agency  that 
rules  relating  to  loans  shall  be  published 
for  prior  comment.  Tliis  regulation,  how¬ 
ever,  is  not  published  for  proposed  rule- 
making  although  cmnments  are  re¬ 
quested,  since  the  purpose  of  the  change 
is  to  restructure  the  insured  loan  regula¬ 
tions  to  be  consistent  with  the  guar¬ 
anteed  loan  regulations  for  Farmer  Pro¬ 
gram  loans.  Tliis  is  being  accomplished 
through  the  reorganization,  transferring 
and  redesignation  of  the  existing  insured 
loan  regulations.  Any  substantive 
changes  or  revisions  found  in  Subpart  C 
of  Part  1904  are  nearly  identical  to  the 
approved  amendmaits  to  Subpart  B, 
“Farmer  Program  Loans.”  of  Pairt  1980, 
Subchapter  N,  Chapter  XVin,  Title  7, 
Code  of  Federal  Regulations,  published 
on  March  28, 1977,  in  the  Federal  Regis- 
ter  (42  FR  16424-16444)  as  a  noUce  of 
proposed  rulemaking  and  being  pub¬ 
lished  simultaneously  with  this  notice  as 
a  final  rule.  Comments  to  Subpart  B  of 
Part  1980  were  received  and  considered. 
Because  of  the  above  reasons,  publication 
of  Subpart  C  of  Part  1904  in  proposed 
rulemaking  form  is  unnecessary. 

The  regulations  are  written  in  a  form 
which  should  improve  the  overall  admin¬ 
istration  of  the  insured  loan  program  as 
a  result  of  the  ocmsolldatlon  and  clari¬ 
fication  of  loan  regulations. 

Tlie  Agency  is  interested  in  receiving 
public  comments  which  should  be  sub¬ 
mitted  to  the  address  given  above. 

The  major  revlsiMis  of  the  new  Sub¬ 
part  C  of  Part  1904  are  described  in  four 
categories  as  follows: 

A,  General  Provisions  (§5  1904.101- 
1904.169) : 

1.  Provides  a  new  definition  of  a  fam¬ 
ily  farm  which  removes  the  requirement 
that  the  operator  and  his  family  pro¬ 
vide  a  major  portion  of  the  labor. 

2.  Removes  the  requirement  that  an 
operating  and  emergency  loan  either 
must  be  delinquent  or  have  had  an  extra 
payment  applied  in  order  to  be  renewed 
or  reamortized. 

3.  Provides  that  the  principal  and  in¬ 
terest  balance  on  a  loan  note  may  be 
renewed  or  reamortized. 

B.  Emergency  Loans  (S  1904.170) : 

1.  Provides  that  a  member  of  a  part¬ 
nership  may  either  be  a  citizen  (s)  of 
the  United  States  or  reside  in  the  United 
States  after  being  legally  admitted  fex* 
permanent  residence  or  on  indefinite 
parole  as  long  as  the  partner  who  man¬ 
ages  the  farming,  ranching,  or  acqua- 
culture  operation  is  a  citizen  of  the 
United  States  or  any  State  thereof,  and 
the  stockholder  who  manages  the  farm¬ 
ing,  ranching  or  aquaculture  operatfam 
must  be  a  citizen  of  the  United  States, 
and  more  than  50  percent  of  the  out¬ 
standing  stock  in  the  corporation  must 


be  owned  by  citizens  of  the  United 
States. 

2.  Provides  that  crops  not  planted  may 
be  considered  as  a  physical  loss  when  the 
applicant  was  imable  to  plant  crops  due 
to  the  disaster. 

3.  Provides  for  the  refinancing  of  a 
modest  amomit  of  debt(s)  with  annual 
(grating  funds  when  the  debt  must  be 
paid  in  order  for  tlie  applicant  to  con¬ 
tinue  farming. 

4.  Increases  the  allowable  loan  for 
depreciation  from  15  to  20  percent  of 
appraised  market  value  or  amount  owed. 

5.  InsCTts  “managerial  competence” 
as  an  eligibility  requirement. 

6.  Provides  for  the  calculation  of 
losses  when  applicants  are  precluded 
from  produchig  or  harvesting  crops  (in¬ 
cluding  perennial  crops  such  as  fruits 
and  nuts)  by  determining  the  gross  farm 
income  and  then  adding  together  any  in¬ 
come  that  may  be  derived  from  the  dis¬ 
aster  affected  enterprise(s)  and  the 
variable  and  fixed  costs  which  will  not 
be  incurred  because  of  the  disaster  and 
subtracting  this  combined  figure  from 
the  normal  gross  income. 

7.  Provides  for  exceeding  the  annual 
loan  limit  of  $50,000  or  one-half  the 
estimated  gross  farm  income  when  a 
subsequent  EM  production  loan  is  needed 
to  complete  the  year’s  farming  opera¬ 
tions  and  protect  the  Government’s  fi¬ 
nancial  interest  secured  crnly  by  crops. 

8.  Provides  when  a  loan  for  major  ad¬ 
justments  to  the  operation  is  made  the 
resulting  operation  must  be  one  which 
only  realizes  a  net  farm  lnc<Mne  equiv¬ 
alent  to  that  of  the  operation  conducted 
before  the  disaster. 

9.  Provides  for  the  augmentation  and 
Improvement  of  an  existing  water  sys¬ 
tem  which  has  been  affected  by  the  nat¬ 
ural  disaster. 

10.  Provides  for  extending  the  termina¬ 
tion  dates  for  physical  losses  from  60 
days  to  180  days  and  production  losses 
from  9  months  to  12  months. 

11.  Provides  that  no  appraisal  report 
will  be  required  where  real  estate  is  taken 
for  additional  security. 

C.  Operating  Loans  (§  1904.175) : 

1.  Inserts  “managerial  competence”  as 
an  eligibility  requirement. 

2.  Deletes  the  eligibility  requirement 
that  the  applicant  cannot  be  earning 
sufficient  Income  to  have  a  reasonable 
standard  of  living. 

3.  Clarifies  loan  purpose  language. 

4.  Eliminates  reference  to  prohibited 
loan  purposes. 

5.  Increases  allowable  amount  of  loan 
for  depreciation  from  15  to  20  percent  of 
appraised  market  value  or  amoimt  owed. 

6.  Clarifies  the  action  on  loans  to  in¬ 
dividuals  involved  in  Joint  farming  op¬ 
erations. 

7.  Increases  amount  of  loan  for  real  es¬ 
tate  improvements  from  $2,500  to  $3,500. 

8.  Permits  loans  for  anmial  production 
expenses  to  be  scheduled  for  repayment 
beyond  1  year,  if  Justified. 

9.  Institutes  limitation  that  the  total 
outstanding  principal  may  not  exceed 
$50,000  at  loan  closing,  r&ther  than  at 
loan  sq>provaL 
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10.  Deletes  tbe  requirement  for  ft  co¬ 
signer  for  youth  loans  greater  than 
$2,500. 

D.  Individual  Farm  Ownerri^  (FO), 
and  SoU  and  Water  (SW)  (I  lf04.1S0) : 

1.  Eliminates  reference  to  prohibited 
loan  purposes. 

2.  Increases  the  amount  that  may  be 
loaned  for  improvements  on  land  with 
defective  title  from  $2,500  to  $5,000. 

3.  In  the  case  of  a  life  estate,  provides 
for  loans  to  remainderman  and  life  es¬ 
tate  holder  or  to  the  remainderman  only 
if  the  remainderman  is  otherwise  eligible. 

4.  Provides  for  loans  for  pollution  con¬ 
trol. 

5.  Revises  and  simplifies  the  objectives 
of  PO.  SW  and  RL  loans. 

6.  Eliminates  reference  to  minimum 
terms  of  a  prlcH*  Hen  in  cases  of  partici¬ 
pating,  particularly  where  balloon  pay¬ 
ments  are  Involved.  This  leaves  the  de¬ 
cision  as  to  what  are  “reasonable  terms” 
up  to  the  aiwroval  oCQcial. 

For  FO  loans  only: 

7.  Adds  “managerial  competence”  as 
an  eligibility  requirement. 

8.  Eliminates  section  on  special  re¬ 
quirements. 

9.  Deletes  the  restriction  on  otha*  em¬ 
ployment  as  an  eligibility  requirement. 

10.  Allows  additional  space  for  food 
preparation  and  storage,  vehicle  storage, 
laundry,  and  ofiSce  space  for  newly  con¬ 
structed  or  Improved  dwellings. 

For  SW  loans  only : 

11.  Clarifies  language  dealing  with  el¬ 
igibility  of  corporations  and  partner¬ 
ships. 

12.  Broadens  refinancing  purposes  to 
Include  any  debt  incurred  for  authorized 
SW  purposes. 

Accordingly,  7  CPR  Chapter  XVm  is 
amended  to  add  Part  1904,  Subpart  C, 
delete  those  portions  of  the  regxilatlons 
incorporated  into  the  new  Subpart  C, 
and  make  all  cross-reference  changes  as 
follows: 

SUBCHAPTER  A— GENERAL  REGULATIONS 

PART  1804 — PLANNING  AND  PERFORM¬ 
ING  DEVELOPMENT  WORK 

5  1804.3  [.4mended] 

1.  In  S  1804.3,  paragraph  (f)(1)  (ii) 
(c),  change  the  reference  from  “Sub- 
parts  A  and  B  of  Part  1821”  to  “Subpart 
C  of  Part  1904”. 

S  1804.4  [Amended] 

2.  In  §  1804.4(b)  change  the  reference 
from  “1821.9(b)(4)”  to  “Subpart  C  of 
Part  1904”. 


PART  1809— APPRAISALS 
§  1809.1  [Amended] 

3.  In  S  1809.1(b)  change  the  reference 
from  “Subpart  A  of  Part  1821”  to  “Sub¬ 
part  C  of  Part  1904”. 


SUBCHAPTER  B— LOANS  AND  GRANTS  PRI¬ 
MARILY  FOR  REAL  ESTATE  PURPOSES 

PART  1821— FARM  PURCHASE  AND 
DEVELOPMENT  LOANS  TO  INDIVID¬ 
UALS 

4.  In  7  CFR,  CTiapter  XVUI,  Part  1821, 
SutH>art6  A  and  B  are  delete  and  re¬ 
served. 


S  1821.82  [Ameadedl 

5.  In  1  1821.82  change  the  reference 
from  “SulH>Brt  B  of  this  Part”  to  “Sub- 
part  C  of  Part  1904”. 

§  1821.8S  [Amended] 

6.  In  1  1821.85  change  the  reference 
from  "1  1821.56  of  this  Part”  to  “Subpart 
C  of  Part  1904”. 

§  1821.86  [Amended] 

7.  In  S  1821.86  change  the  reference 
from  “Subpart  B  of  this  part”  to  “Sub¬ 
part  C  of  Part  1904”. 


PART  1822— RURAL  HOUSING  LOANS 
AND  GRANTS 

§  1822.63  [Amended] 

8.  In  i  1822.63(a)  change  the  reference 
from  “I  1832.3(d)  ”  to  “Subpart  C  of  Part 
1904”. 

§  1822.90  [Amended] 

9.  In  S  1822.90(i)  change  the  reference 
from  “5  1821.15”  to  “Subpart  C  of  Part 
1904”. 

§  1822.203  [.\mended] 

10.  In  §  1822.203(a)  change  the  refer¬ 
ence  from  “8  1832.3(d)  ”  to  “Subpart  C  of 
Part  1904”. 

§  1822.213  [Amended] 

11.  In  §  1822.213  change  the  reference 
from  “8  1821.15”  to  “Subpart  C  of  Part 
1904”. 

§  1822.267  [Amended] 

12.  In  8  1822.267(h)  change  the  refer¬ 
ence  from  “8  1821.15”  to  “Subpart  C  of 
Part  1904”. 


SUBCHAPTER  C— LOANS  PRIMARILY  FOR 
PRODUCTION  PURPOSES 

PART  1831— OPERATING  LOANS 

13.  In  7  CPR,  Chapter  XVm,  Part 

1831,  Subparts  A  and  B  are  deleted  and 
reserved. 

PART  1832— EMERGENCY  LOANS 

14.  In  7  CFR,  Chapter  XVin,  Part 

1832,  Subpart  A  is  deleted  and  reserved. 


SUBCHAPTER  E— ACCOUNT  SERVICING 

PART  1861— ROUTINE 
§  1861.2  [Amended] 

15.  In  8  1861.2(b),  change  the  refer¬ 
ence  from  “8  1821.53(e),  8  1831.21(a)(8), 
and  8  1821.7(c)  of  this  Cluster”  to  “Sub- 
peu’t  C  of  Part  1904  of  this  Chapter”. 

§  1861.9  [.Amended] 

16.  In  8  1861.9,  paragraph  (e)(l)(i), 
change  the  reference  from  “Subpart  A 
or  B  of  Part  1821”  to  “Subpart  C  of  Part 
1904”. 


PART  1867— REAMORTIZING  AND 
RENEWING  OPERATING  LOANS 

17.  In  7  CPR,  (Chapter  XVm,  Part 
1867  is  deleted  and  reserved. 
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SUBCHAPTER  F— BECUHnV  SBRVICINa  AND 

uquidahons 

PART  1872— REAL  ESTATE  SECURITY 
S  1872.4  [Amended] 

18.  In  8  1872.4(f),  change  the  refer¬ 
ence  from  “Subpart  A  ot  Part  1821”  to 
“Subpart  C  of  Part  1904”. 

9  1872.18  [Amended] 

19.  In  8  1872.18(b)  (14)  change  the 
reference  from  “8  1821.7(a)  (2)"  to  "Sub¬ 
part  C  of  Part  1904”. 


SUBCHAPTER  G — MISCELLANEOUS 
REGULATIONS 

PART  1888— SPECIAL  ASSISTANCE  TO 
DROUGHT  STRICKEN  AREAS 

§  1888.4  [Amended] 

20.  In  8  1888.4(b)  change  the  refer¬ 
ence  fr(»n  “8  1832.10”  to  “SUbpart  C  of 
Part  1904”. 

§  1888.12  [Amended] 

21.  In  8  1888.12  paragraphs  (a)  (2) , 
(3),  (4),  (5),  (b),  and  (c).  change  the 
reference  from  “Subpeuii  A  of  Part  1832” 
to  “Subpart  C  of  Part  1904”. 


SUBCHAPTER  I — LOANS  AND  GRANT 
PROGRAMS  (INOIVIDUAU 

PART  1904 — LOAN  AND  GRANT 
PROGRAMS  (INDIVIDUAL) 

22.  7  C7PR,  Part  1904,  Subpart  C  reads 
as  follows: 

•  •  •  •  • 

SUBPART  C— FARMER  PROGRAM  LOANS 

Sec. 

1904.101  Introduction. 

1904.102-1904.106  [Reaerved] 

1904.107  DeOnil^one  and  abbreviations. 
10(K.108  General  provisions. 
1904.109-1904.112  (Reserved) 

1904.113  Reviewing  and  processing  i4>plica- 
tions.  / 

1904.114-1904.122  [Reserved] 

1904.123  Transfers  and  assumptions. 

1904.124  Renewal  and  reamortization. 

1904.125  Cancellation  of  loan  checks  and 

advances. 

1904.126  Increase  or  decrease  in  amount  of 

loan. 

1904.127  doeing  loans  with  real  estate  se¬ 

curity. 

1904.128  Options,  planning  and  aiH>ralsals. 

1904.129  Planning  and  performing  develop¬ 

ment. 

1904.130  Loan  servicing. 

1904.131  Revision  of  the  use  of  loan  funds. 
1904.132-1904.145  [Reserved] 

1904.146  Liquidation. 

1904.147  Graduation. 

1904.148-1904.163  [Reserved] 

1904.154  Memoranda  of  Understanding. 
1904.155-1904.169  [Reserved] 

1904.170  Emergency  loans. 

1904.171-1904.174  (Reserved] 

1904.176  Operating  loans. 

1904.176-1904.179  [Reserved] 

1904.180  Individual  Farm  Ownership  (FO), 
SoU  and  Water  (SW) ,  and  Recre¬ 
ation  (RL)  loans. 
1904.181-1904.200  [Reserved] 

Exhibits 

A — Farmers  Hcnne  Administration  Loans  to 
Entrymen  on  Unpatented  PubUc 
Tanda. 

B — Operating  Agreement  (SW) . 

C — Processing  Guide — IPP  loans. 
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D — HMTgifiCT  Idcmxm — 8«|>port  T^hm, 

porting  Nataral  DtaMten,  nnd  Making 
lioans  Available. 

S — ^Memorandum  of  Understanding — 
FmHA— FCA. 

F — Bureau  of  Reclamation  loans  to  Irrigat¬ 
or*  and  Administered  by  Farmers  Home 
Administration. 

Subpart  C — Farmer  Program  Loans 
§  1904.101  Introduction. 

(a)  This  Subpext  cootains  regulations 

for  making  Insured  Farmer  Program 
(IFP)  loans.  Operating  (OL)  loans. 
Youth  (OL-Y)  loans,  Farm  Ownership 
<FX»  loans,  8oU  and  Water  (SW)  loans 
(individual).  Recreation  (RL)  loans,  and 
Emergency  (Elf)  loans  may  be  made  to 
farmm,  ranchers,  and  rural  youths  (Op¬ 
erating  loans  only)  unable  to  obtain 
sufBcient  credit  elsewhere  to  finance 
their  actyal  needs  at  reasonable  rates 
and  terms. _ 

(b)  The  IFP  loan  program,  like  other 
Farmers  Home  Administration  (FmHA) 
programs,  is  administered  by  the  Ad¬ 
ministrator  through  a  State  Director 
serving  each  State  through  a  District 
Director  to  the  County  Supervisor.  The 
CTounty  Supervisor  is  the  focal  point  for 
the  program  and  the  local  contact  per¬ 
son  fw  processing  and  servicing  activi¬ 
ties. 

§§  1904.102-1904.106  [Reserved] 

§  1904.107  Definitions  and  abbrevia¬ 
tions. 

(a)  Definitions. — (1)  Approval  offi¬ 
cials.  These  are  field  officials  who 
have  been  delegated  loan  and  grant 
approval  authorities  within  applicable 
loan  programs,  subject  to  the  dol¬ 
lar  limitations  contained  in  Tables 
available  in  any  FmHA  State  or  County 
Office,  or  fnmi  the  National  Office,  14th 
Street  and  Independence  Avenue  SW.. 
Washington,  D.C.  20250.  Field  officials 
having  loan  and  grant  approval  authori¬ 
ties  are  State  Directors.  District  Direc¬ 
tors.  County  Supervisors  and  Assistant 
County  Supervisors.  Refer  to  Subpart  A 
of  Part  1901  of  this  Chapter  for  au¬ 
thorities  and  responsibilities  delegated 
to  field  officials  for  all  programs  of 
FmHA. 

(2)  Aqtusculture.  (For  EM  loans  only.) 
The  husbandry  of  aquatic  organisms  by 
an  applicant  or  borrower  imder  a  con- 
troll^  or  selected  environment.  Aqua¬ 
culture  operations  are  considered  to  be 
farming  operations.  Aquatic  organisms 
may  consist  of  any  species  of  finfish,  mol- 
lusk,  <x  crustacean  (or  other  inverte¬ 
brate)  amphibian,  reptile,  or  aquatic 
plant. 

(3)  Borroioer.  All  parties  Uable  for  the 
loan  or  any  part  thei^. 

(4)  Family  farm.  A  farm  which; 

(i)  Produces  agricultural  commodities 
for  sale  in  sufficient  quantities  so  that 
it  is  recognized  as  a  farm  rather  than  a 
rural  residence; 

(11)  Provides  substantial  income  by  it¬ 
self  which,  together  with  any  other  de¬ 
pendable  Income,  enables  the  family  to 
pay  family  livi^  and  operating  ex¬ 
penses,  including  maintenance  of  chattel 
and  real  property  and  payment  of  debts; 
and 


(iii)  Is  managed  and  operated  bgr  the 
family  with  a  reasonable  amount  of 
hired  labor. 

(5)  Farm.  The  term  ’’faim’*  includes 
a  tract  or  tracts  of  land,  hnprovements, 
and  other  appurtenanees  considered  to 
be  farm  property  which  is  or  will  be 
owned  or  operated  by  the  appheant,  and 
used  or  to  be  used  in  the  production  of 
crops  or  livestock,  including  the  produc¬ 
tion  of  fish  under  controlled  conditions. 
FHjr  EM  loans  this  includes  the  produc¬ 
tion  of  aquatic  organisms  under  a  con¬ 
trolled  or  selected  environment  owned 
or  operated  by  the  applicant  or  bor¬ 
rower.  The  term  “farm”  also  includes 
any  such  land  and  improvements  and 
facilities  used  in  a  nonfarm  enterprise. 
It  will  also  include  a  residence  which, 
although  physically  separate  from  the 
farm  acreage,  is  ordinarily  treated  as 
part  of  the  farm  in  the  local  community. 

((J)  Farming  or  farm  enterprises.  (Ap¬ 
plies  to  HIM  loans  only.)  These  terms  are 
defined  as  the  business  of  prodiming 
crops,  livestock  products,  and  aquatic 
organisms  through  the  management  of 
land,  water,  labor,  capital,  and  basic 
raw  materials,  including  seed,  feed,  fer¬ 
tilizer,  and  fueL  Farming  and  farm  en¬ 
terprises  consist  of  a  total  farming  or 
aquaculture  operatl(m,  or  a  portion 
thereof,  which  produces  different  types 
of  products.  Including  crops,  livestock, 
livestock  products,  and  aquatic  orga¬ 
nisms. 

(i)  Single  enterprise.  An  enterprise 
which  constitutes  part  of  the  applicant’s 
farming,  ranching,  or  aquaculture  oper¬ 
ation.  The  following  are  examples  of 
“single  enterprises.” 

(A)  AH  cash  field  crops;  (B)  all  cash 
vegetable  cre^s;  (C)  all  cash  fruit  crops; 

(D)  all  crops  to  be  fed  to  livestock; 

(E)  all  pasture  to  be  grazed  by  livestock; 

(F)  beef  operations;  (Q)  dairy  opera¬ 
tions;  (H)  poultry  (derations;  and  (I) 
aquaculture  operations. 

(11)  Basic  enterprise.  This  term  means 
any  single  enterprise  which  constitutes 
not  less  than  25  percent  of  the  appli¬ 
cant’s  normal  year’s  total  farming  oper¬ 
ations  gross  income.  To  qualify  crops  to 
be  fed  to  pasture  to  be  grazed  by 
livestock  as  a  basic  enterprise  the  value 
of  the  crops  or  pasture  for  livestock  use 
must  be  at  least  equal  to  25  percent  of 
the  value  of  the  total  feed  fed  to  the 
livestock  annually.  However,  for  crops 
to  be  fed  to  or  pasture  to  be  grazed  by 
livestock  to  be  considered  a  basic  enter¬ 
prise  one  or  more  (individvially  or  col¬ 
lectively)  of  the  livestock  enterprises 
must  qualify  as  a  basic  enterprise. 

(7)  Farming  corporation.  It  is  a  legal 
entity  Incorporated  under  the  laws  of 
the  United  States  or  a  State  and  au¬ 
thorized  to  carry  on  farming,  ranching, 
or  acquaculture  operations  In  the  State 
where  the  corporation  has  applied  for 
a  loan. 

(8)  FmHA.  ’The  United  States  of 
America,  acting  through  the  Farmers 
Home  Administration,  an  Agency  of  the 
United  States  Department  of  Agricul¬ 
ture.  References  to  the  National  Office, 
Finance  Office,  State  Office,  County  Of¬ 
fice,  State  Director,  District  Director, 


County  StmervlBor.  or  other  FtoHA  office 
or  official  ^uld  be  read  as  prefaced  txs 
“PmHA.** 

(9)  HOMord  inswranca.  Includes  lire, 
wlndatorm.  U^tnlng,  hall,  explosion, 
riot,  dell  conuBotion,  atraraft,  vehicles, 
smoke,  builder’s  risk,  pabhe  UabiU^, 
property  damage,  flood  or  mudslide, 
workmen’s  ccunpensation,  or  ai^  similar 
insurance  that  la  available  and  needed 
to  protect  the  security,  or  that  is  required 
bylaw. 

(10)  Market  value.  The  amount  for 
which  property  woidd  sdl  for  its  high¬ 
est  and  best  use  at  voluntary  sale. 

(11)  Mortgage.  The  term  “mortgage” 
Includes  any  form  of  security  Interest 
or  lien  up<m  any  rights  or  interest  in  real 
immerty  of  any  kind.  In  Louisiana  and 
Puerto  Rico  the  term  “mortgage”  also 
refers  to  any  security  interest  in  chattel 
iwroperty. 

(12)  Nonfarm  enterprise.  ’This  is  any 
business  enterprise  triiose  income  supple¬ 
ments  farm  income.  It  must  provide 
goods  or  services  for  which  there  is  a 
need  and  a  reasonaMy  reliable  market. 

(IS)  Reamortize.  To  extend  an  FO. 
SW,  RL,  OL  and  EM  loan  payment  to  its 
maximum  repayment  period  or  to  rear¬ 
range  the  paymMits  within  the  remain¬ 
ing  years  oi  the  original  repayment  pe¬ 
riod. 

(14)  Reasonable  standard  of  living. 
The  level  of  income  obtained  by  rea¬ 
sonably  successful  family  farmers  and 
rural  residents  in  the  ccxnmunity  taking 
into  consideration  the  size  of  the  family. 

(15)  Recreation  enterprise.  An  out¬ 
door.  income  juoducing  mtennise  which 
will  supplement  or  supiHant  farm  or 
ranch  income. 

(16)  Renew.  To  reschedule  the  pay- 
moit  of  an  OL  and  EM  loem  (made  for 
opovkting  purposes)  after  the  «id  of  the 
maximum  repajrment  period. 

(17)  Rural  youth.  A  persem  who  has 
reached  the  age  of  10  but  has  not  reached 
the  age  of  21  and  does  not  reside  in  any 
area  In  any  city  or  town  that  has  a  pop¬ 
ulation  of  more  than  10,000  inhabitants. 

(18)  Rural  youth  projects.  Projects 
initiated,  developed,  and  carried  out  by 
rural  youths  participating  in  organiza¬ 
tions  such  as  4-H  or  Future  Farmers  of 
America.  Projects  must  produce  enough 
Income  to  meet  expenses  and  debt  repay- 
moit. 

(19)  Security.  ’The  term  "security” 
(scHnetimes  referred  to  as  “collateral” 
or  “security  property”)  includes  any 
rights  or  interests  in  property  erf  any 
kind  subject  to  a  real  or  personal  prop¬ 
erty  lien. 

(i)  Basic  security.  All  real  estate  and 
fixtures  and  personal  property  such  as 
foundation  herds,  flocks,  aquatic  animal 
and  iHant  organisms,  machinery,  and 
equipment  serving  as  securi^  and  crcHW 
when  enw  are  the  only  security. 

(11)  Normal  income  security.  All  secu- 
riti^  property  planned  to  be  marketed  m 
the  regular  course  of  business  unless  liq¬ 
uidation  is  approved.  If  liquidation  is 
approved,  such  security  becomes  basic 
security. 

(20)  State.  Any  of  the  fifty  states, 
Puerto  Rico,  or  the  Virgin  Islands  (and 
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Guam  for  EM  loans  under  a  Presidential 
Declaration). 

(21)  TerminaUoH  dates.  (Applies  to  EM 
loans.)  (1)  Termination  dates  are  those 
dates  specified  In  disaster  declarations, 
designations,  or  State  Director  authori¬ 
zations  which  establish  the  final  dates 
after  which  EM  loan  applications  may 
no  longer  be  received.  However,  applica¬ 
tions  wUl  be  accepted  for  EM  loans  after 
the  termination  date(s)  have  passed  if 
the  applicant  filed  an  application  for  dis¬ 
aster  assistance  with  the  SBA  during  the 
period  SBA  would  accept  applications 
and  not  more  than  C  months  has  elapsed 
since  the  FmHA's  tenntnation  date(s). 

(ii)  py>r  phjrsical  losses,  termination 
dates  are  180  days  from  the  date  the 
£itate  Director  is  notified  of  the  declara¬ 
tion.  designation,  or  State  Director  au¬ 
thorisation.  and  for  production  losses. 
12  months  from  sut^  date.  The  180-day 
and  12-month  periods  will  commence  on 
the  first  weekday  fc^owlng  the  designa¬ 
tion  or  declaration.  The  final  day  for  ac¬ 
cepting  applications  will  always  be  on 
a  workday.  Therefore,  if  the  last  day  falls 
on  a  Saturday,  Sunday,  or  Federal  holi¬ 
day.  the  next  workday  will  be  the  final 
day. 

(22)  United  States.  The  term  “United 
States”  means  the  United  States  itself, 
any  of  the  &0  States,  Puerto  Rico,  the 
Virgin  Islands  (and  Guam  for  EM  loans 
under  a  Presidential  declaration) . 

(b)  Abbreviations.  The  foUos'ing  ab¬ 
breviations  are  applicable: 

(1)  EM — Emergency  Loans. 

(2)  FmHA — Farmers  Home  Administration. 
{S)FMI — Forms  Manual  Insert. 

(4)  FO — ^Parm  Ownership  Loans. 

(5)  OGC — Office  of  the  General  Counsel. 

(6)  OL — Opwatlng  Loans. 

(7)  OL-Y — Operating  Loans — Youth. 

(8)  RH — Rural  Housing  Loans. 

(9)  RL — ^Recreation  Loans. 

( 10)  SW — 8oU  and  Water  Loans. 

(11)  USDA — United  States  Department  of 
Agrtctilture. 

§  190i.l0fi  (irnrral  provisions. 

(a)  Credit  elsewhere.  The  applicant 
shall  certify  in  writing,  and  the  County 
Supervisor  shall  determine,  that  he  is 
unable  to  obtain  sufficient  credit  else¬ 
where  to  finance  his  actual  nee^  at  rea¬ 
sonable  rates  and  terms,  taking  into  con¬ 
sideration  prevailing  private  and  co¬ 
operative  rates  and  terms  in  the  com- 
mimity  In  or  near  which  the  applicant 
resides  for  loans  for  similar  purposes  and 
periods  of  time. 

(1)  If  the  County  Supervisor’s  review 
of  the  applicant’s  appiicatiem  indicates 
that  there  is  no  possibility  for  the  ap¬ 
plicant  to  obtain  the  credit  he  needs 
from  other  lenderls)  be  will  record  tills 
conclusion  and  the  basbr  for  it  in  the 
running  record  and  it  will  not  be  neces¬ 
sary  for  him  to  check  further. 

(2)  If  the  County  Supervisor  questimis 
whether  the  applicant  may  be  able  to  ob¬ 
tain  the  credit  he  needs  frmn  another 
lender  in  the  area  he  will  contact  that 
lender  and  record  his  filnding^  the 
running  case  record. 

(3)  Any  lettera  from  a  Iteiderls)  or 
other  evidence  which  may  have  been  ob¬ 
tained  Indicating  that  the  wUcant  to 


unable  to  obtain  satisfactory  terms  witii 
present  creditmv  or  from  other  erediton; 
will  be  Included  in  the  loan  docket. 

(b)  Committee  certification.  Before  a 
loan  is  approved,  the  (bounty  Committee 
serving  the  county  in  which  the  borrower 
will  reside  following  loan  closing  will  cer¬ 
tify  on  Form  PmHA  440-2,  “County 
Committee  Certification  or  Recommen¬ 
dation.”  that  the  applicant  is  ellg&le  for 
a  loan  in  accordance  with  this  Subpart. 
The  County  Committee  will  establish  the 
maximum  amount  of  credit  that  may  be 
extended  under  the  certification  to  meet 
the  applicant’s  actual  needs  during  the 
crcHi  or  operating  year.  The  applicant  will 
not  be  notified  of  the  maximum  credit 
as  certified  by  the  (bounty  Committee  for 
the  crop  year,  but  will  be  notified  of  the 
committee’s  determinatfam  as  to  eligi¬ 
bility  in  accordance  with  Part  1801  ol 
this  Chapter  (FmHA  Instructiim  410.1). 
The  County  Committee  may  recertify  the 
applicant  on  the  basis  oi  changed  cir¬ 
cumstances  by  preparing  and  executing  a 
new  Form  FmHA  440-2.  If  the  County 
Committee  rejects  the  appllcatloa.  rea¬ 
sons  for  unfavorable  action  will  be  given 
in  the  space  provided  on  Form  PmHA 
440-2  above  their  signature. 

(c)  Program  requirements.  In  addition 
to  paragraifii  (b)  the  following  specific 
program  requirements  must  be  met: 

(1)  For  Operating  loans.  The  County 
Committee  may,  when  an  application  is 
being  acted  upon  during  the  latter  part 
of  a  crop  or  operating  year,  establish  the 
maximum  amount  of  credit  for  both  the 
current  crop  m*  operating  yeaf  and  the 
next  crop  or  operating  year. 

(2>  For  FO.  RL  and  SW  loans.  Ordi¬ 
narily,  the  amount  of  the  loan  plus  any 
other  debts  against  the  security  will  not 
be  in  excess  of  the  recommended  market 
value  of  the  security  as  shown  on  the  ap¬ 
praisal  report(s).  A  loan  docket  will  not 
be  developed  when  a  loan  plus  any  other 
debts  against  the  security  will  be  signifi¬ 
cantly  in  excess  of  the  recommended 
market  value  of  the  security.  In  an  im- 
usual  case  when  the  amoimt  of  a  loan 
needed  for  success  plus  any  other  debts 
that  will  be  against  the  security  is  slight¬ 
ly  above  the  recommended  market  value 
of  the  security  and  the  County  Commit¬ 
tee  and  the  County  Supervisor  brieve 
that  the  loan  should  made.  Form 
^mHA  440-2  may  be  completed.  In  such 
a  case,  the  completed  loan  docket  will  be 
submitted  to  the  State  Office  for  a  deter¬ 
mination  as  to  whether  it  is  feasible  to 
establish  the  market  value  of  the  security 
above  the  appraiser’s  recommended  mar¬ 
ket  value.  If  the  loan  approval  (rfficial 
determines  that  the  market  value  is  in 
excess  of  the  appraiser’s  recommended 
market  value,  he  will  record  his  deto-mi- 
nation  of  the  market  value  of  the  security 
in  the  comments  section  of  Form  FmHA 
422-1,  “Appraisal  Report  (Farm  Tract) .’’ 
Federal  Land  Bank  (PIB)  Association 
stock  is  required  to  be  purchased  by  FLB 
Association  borrowers  and  has  security 
value  provided  it  is  assigned  to  FmHA 
as  security.  Tlierefore.  when  FmHA  and 
FLB  simultaneous  loans  are  being  made, 
the  loan  apiHoval  official  may  consider 
the  market  value  of  the  real  estate  plus 


the  value  of  FLB  Association  stock  In  de¬ 
termining  the  market  value  of  the  secu¬ 
rity.  He  will  record  his  determination  of 
the  market  value  of  the  security  in  such 
a  case  in  the  comments  section  of  Form 
FmHA  422-1. 

(d)  State  supplements.  State  supple¬ 
ments  will  be  Issued  as  necessary  to  im¬ 
plement  this  Subpart. 

(e)  Compliance  requirements.  Refer 
to  the  instructions  opposite  the  following 
items  for  the  appropriate  actions  to  be 
taken  in  each  case: 

(1)  Environmental  impact  assess¬ 
ments  and  statements.  Refer  to  1 1980.48 
of  this  Chapter,  except  that  in  the  third 
sentence  of  that  section  disregard  the 
words  “and  lenders’’. 

(2)  Equal  opportunity  and  nondiscrim¬ 
ination  requirements.  R^er  to  f  1980.41 
(b)  of  this  Chapter,  eaasept  that  for  the 
purposes  of  this  section: 

(i)  In  s:  1980.41(b)(1)  and  1980.41 
(b)  (4)  (ii) ,  disregard  the  word  “guar¬ 
anteed”. 

(ii)  In  i  1980.41(b)(8),  disregard  the 
words  “or  lender.” 

(3)  Flood  and  mudslide  hazard  area 
cautions.  R^er  to  f  1980.42  (rf  this  Chap¬ 
ter. 

(4)  Clean  Air  Act  and  Water  Pollution 
Control  Act  requirements.  Refer  to 
$  1980.43  of  this  Chapt^,  except  that: 

(i)  In  f  1980.43(a).  disregard  the 
words  “or  guaranteeing”. 

(ii)  In  S  1980.43 (b)T  the  word  “lender” 
will  be  read  to  mean  “FmHA.” 

(5)  National  Historic  Preservation  Act 
of  1966.  Refer  to  I  1980.44  of  this  Chap¬ 
ter.  except  that  in  the  first  sentence  of 
that  section,  disregard  the  words  “or 
guaranteeing’’. 

§§  19(W.109-1904.112  [Reaerved] 

§  1904.113  Receiving  and  processing 
applications. 

Applications  will  be  received  and  proc¬ 
essed  in  accordance  with  Part  1801  of 
this  Chapter  (FmHA  Instruction  410.1). 

§§1904.114-1904.122  [Reserved] 

§  1904.123  Transfers  and  assumptions. 

Refer  to  i  1872.18  of  this  Chapter 
(FinHA  Instruction  465.1  paragrt^ 
XVIU)  for  transfers  and  assumptkms  in¬ 
volving  real  estate  security  and  to 
i  1930.34  of  this  Chapter  for  transfers 
and  assumptions  Involving  chattel 
security. 

§  1904.124  Renewal  and  reamortiza- 
tk>n. 

All  borrowers  are  expected  to  repay 
their  Farmer  Program  loans  according  to 
the  planned  repayment  scheduled.  How¬ 
ever.  circumstances  may  occur  which  will 
not  permit  them  to  pay  as  scheduled  or  to 
refinance  their  loans.  This  section  pre¬ 
scribes  the  policies  and  procedures  for 
reamortizing  and/or  renewing  such 
loans. 

(a)  Eligibility  requirements.  (1)  Fw 
OL  and  EM  (made  for  operating  pur¬ 
poses)  loans  the  mlncipal  and  interest 
balance  on  a  loan  note  may  be  reamor¬ 
tized  (m:  renewed,  as  ai^ropriate,  when  it 
is  determined  M  will  be  In  the  best  In¬ 
terest  of  (he  borrower  and  the  Oovem- 
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ment  to  do  so.  The  Justiflcation  for  the 
actlcm  being  taken  will  be  recorded  In 
the  nmning  record  of  the  borrower’s  case 
file  and  will  include  documentation  that 
the  bmrower  is  unable  to  refinance  the 
loan  through  another  creditor,  is  making 
satisfactory  progress  under  prevailing 
conditl<ms,  the  need  for  the  action  is  due 
to  conditions  beyond  the  borrower’s  con¬ 
trol  and  the  farm  operating  plan  shows 
the  borrower  can  reasmiably  expect  to 
meet  the  revised  repayment  schedule. 

(2)  For  FO,  SW,  and  RL  loans,  a  loan 
to  be  reamortized  will  be  processed  In 
accordance  with  Part  1861  of  this  Chap¬ 
ter  (FmHA  Instruction  451.1). 

(3)  Farmer  Program  loan  notes  will 
not  be  reamortized  or  renewed  when  the 
account  is  being  serviced  or  may  be  serv¬ 
iced  In  the  near  future  by  the  State 
Office,  has  been  referred  to  the  Office  of 
the  General  Counsel  or  to  the  U.8. 
Attorney. 

(b)  Rates  and  terms.  (1)  llie  interest 
rate  will  be  the  current  rate  in  effect  for 
the  type  of  loan  Involved  at  the  time  the 
renewal  or  reamortization  prcmlssory 
note  is  signed  by  the  borrower. 

(2)  Reamortization.  The  County 
Supervisor  may  agree  to  reamortize  the 
balance  of  a  Farm  Program  loan  pro¬ 
vided: 

(1)  For  OL  and  EM  loans  (made  for 
operating  purposes) .  the  reamortlzed  re¬ 
payment  period  for  an  curating  type 
loan  does  not  exceed  7  years  from  the 
date  of  the  Initial  note. 

(il)  For  FO.  SW.  RL  and  EM  loans 
(made  for  real  estate  purposes)  seciired 
by  real  estate,  the  repayment  period  for 
the  real  estate  locm.  initially  scheduled 
for  repayment  in  not  more  than  40  years, 
may  be  reamortlzed  for  a  repayment 
period  that  will  not  extend  the  repay¬ 
ment  period  beyond  40  years  from  the 
date  of  the  original  note. 

(iil)  The  security  Instrument  and  note 
will  secure  the  reamortlzed  loan. 

(3)  Renewal.  An  OL  and  EM  loan 
(made  for  operating  purposes) ,  initially 
scheduled  or  reamortlzed  for  repayment 
in  not  more  than  7  years,  may  be  re¬ 
newed  for  up  to  5  additional  years  at 
the  end  of  the  7-year  period.  The  re¬ 
newal  and  any  ccHnbinatlon  of  initial 
and  siibsequent  renewals  will  not  extend 
the  repayment  period  beyond  12  years 
from  the  date  of  the  original  note. 

(4)  For  OL  and  EM  loans  (made  for 
operating  purposes),  the  repayment 
terms  may  Include  Installments  which 
are  either  equal  or  imequal  and  may 
also  include  a  balloon  installment. 

(5)  The  repayment  period  on  a  re¬ 
newed  or  reamortized  note  will  not  ex¬ 
ceed  the  useful  life  of  the  security. 

(c)  Security  instruments.  Will  be  re- 
qiiired  as  necessary  when  a  loan  is  re¬ 
newed  or  reamortlzed. 

(d)  Processing  the  renewal  and/or 
reamortization  promissory  note. — (1) 
Operating  loans.  A  separate  Form  FmHA 
452-1,  “Renewal  Promissory  Note,”  will 
be  prepared  for  each  OL  and  EM  (made 
fco*  operating  purposes)  loan  note  being 
renewed  or  reammrtlzed.  All  parties  who 
executed  the  note  being  renewed  or  re¬ 
amortized  will  be  required  to  execute 


Form  FmHA  452-1,  unless  otherwise 
authorized  by  the  State  Director. 

(1)  If  the  (bounty  Office  is  in  possession 
of  the  original  note  being  reamortlied 
or  renewed.  Form  FmHA  452-1  will  be 
processed  in  accordance  with  the  provi¬ 
sions  of  the  Forms  Manual  Insert  (FMI) 
and  this  Subpart. 

(11)  If  the  County  Office  is  not  in 
possession  of  the  ori^al  note  being  re¬ 
amortized  or  renewed,  the  County  Su¬ 
pervisor  will  request  the  Finance  Office 
to  have  the  note  assigned  to  the  insur¬ 
ance  fund  and  returned  to  the  County 
Office  before  processing  Form  FmHA 
452-1. 

(2)  Real  estate  loans.  When  an  FO, 
SW.  RL.  or  EM  (made  for  real  estate 
purposes)  loan  note  is  to  be  reamortized, 
it  will  be  processed  in  accordance  with 
Part  1861  of  this  Chapter  (FmHA  In¬ 
struction  451.1) . 

(e)  Approval  authority.  Loan  aiH>roval 
officials  are  hereby  authorized  to  ap¬ 
prove  the  renewal  or  reamortiaation  sub¬ 
ject  to  their  approval  authority  in  Sub¬ 
part  A  of  Part  1901  of  this  Chapter. 

(f)  Disposition  of  promissory  notes. 
The  original  and  Coimty  Office  copy  of 
all  notes  that  are  renewed  or  reamortlzed 
will  be  stamped  “RENEWED,  NOT 
PAID”  or  “REAMORTIZED,  NOT 
PAID,”  as  appropriate,  by  the  Coimty 
Office.  The  original  note  will  be  filed 
with  the  renewal  or  reamortlzed  note 
and  the  copy  filed  in  the.  borrower’s  case 
file.  When  a  renewed  reamortlzed  note 
has  been  paid  in  full  or  otherwise  satis¬ 
fied,  it  will  be  handled  in  accordance 
with  the  provislans  of  Part  1861  and  Part 
1864  of  this  ChM>ter  (FmHA  Instruc¬ 
tions  451.1  and  456.1  respectively) . 

§  1904.125  Cancellation  of  loan  checks 
and  advances. 

(a)  If  a  loan  check  is  to  be  canceled 
follow  FMHA  Instruction  102.1,  para- 
graidi  IV  C. 

(b)  When  an  advance  is  to  be  can¬ 
celed.  the  following  actions  must  be 
taken: 

(1)  Complete  Form  FYnHA  440-10, 
“Cancellation  of  Loan  or  Grant  Check 
and/or  (ligation”  in  accordance  with 
the  Fm. 

(2)  When  necessary  prepare  and  exe¬ 
cute  a  substitute  promissory  note  refiect- 
ing  the  revised  tikal  of  the  loan  smd  the 
revised  schedule.  When  it  is  not  possible 
to  obtain  a  substitute  promissory  note, 
the  County  Supervisor  will  show  on  Form 
FmHA  440-10  the  revised  amount  of  the 
loan  and  the  revised  repayment 
schedule. 

(3)  Transmit  to  the  Finance  Office 
Form  FmHA  440-10  and  Form  FmHA 
440-57,  “Acknowledgement  ot  Obligated 
Funds/Check  Request,”  reflecting  the 
revised  repayment  sch^ule. 

§  1904.126  Increase  or  decrease  in 
amount  of  loan. 

If  it  becomes  necessary  that  the 
amount  of  the  locm  be  increased  or  de¬ 
creased  prior  to  loan  closing,  the  Ck>unty 
Supervisor  will  request  that  all  distrib¬ 
uted  docket  forms  be  returned  to  the 
County  Office  for  reprocessing  unless  the 
change  minor  and  replaconent  forms 


can  readily  be  completed  and  submitted. 
In  the  latter  case,  a  memorandum  to 
that  effect  will  be  attached  to  the  re¬ 
vised  forms  for  referral  to  the  Finance 
Office.  A  new  Committee  certification 
will  not  be  necessary  unless  ^e  revised 
loan  amoimt  is  higher  than  the  original 
certification. 

§  1904.127  Closing  loans  hiiIi  real 
estate  seeurily. 

(a)  General.  Loans  secured  by  real 
estate  are  considered  closed  on  the  date 
the  mortgage  is  filed  for  record.  Such 
loans  will  be  closed  in  accordance  with 
the  appllcMile  provisions  of  Part  1807 
of  this  dwpter  (PmHa  Instruction 
427.1). 

(b)  Security  instruments.  Seexulty  in¬ 
struments  referred  to  in  this  section  are 
real  estate  mortgages  or  deeds  of  trust. 

(1)  Joint  security  instruments.  Joint 
security  instruments  will  be  taken  to  se- 
ctnw  a  Joint  loan  to  individuals  Jointly 
engaged  in  an  enterprise.  Ea<m  individ¬ 
ual  will  execute  the  real  estate  mortgage 
or  deed  of  trust,  assignment  of  income, 
promissory  note,  and  any  other  security 
instnnnents  required  to  secure  the  loan. 
When  the  individuals  are  members  of  a 
partnership,  the  security  instruments 
will  be  executed  by  the  partnership  and 
all  partners  in  aecordanoe  with  Uie  sui- 
vlce  of  the  Regional  Attorney  or  Attor- 
ney-ln-Charge.  as  necessary,  to  close  the 
loan  and  obtain  the  desired  Hens  and  lia¬ 
bility. 

(2)  Separate  security  instruments. 
(i)  Separate  securl^  instruments  will 
be  taken  to  secure  a  separate  loan  to  an 
individual  zdio  is  Indtvldually  or  Jointly 
engaged  in  an  operation. 

(il)  Each  applicant  obtaining  a  sep¬ 
arate  loan  for  financing  an  undivided 
interest  in  security  pr(H>erty  or  for  re¬ 
financing  debts  on  an  undivided  inter¬ 
est  in  such  pr(4)erty  will  secure  the  loan 
by  a  lien  on  Us  undivided  Interest  in  the 
pr<^rty.  Each  individual  having  an  un¬ 
divided  Interest  in  the  security  property 
will  execute  Fmm  FmHA  441-12, 
“Agrennent  for  Disposition  of  Jointly- 
Owned  Property.”  Form  PmHA  441-12 
will  not  be  requhed  when  a  tenant  and 
landlord  own  property  Jointly  and  the 
lease  provides  for  satisfactory  division 
of  such  property  and  the  proceeds  frexn 
its  sale  or  a  jmnt  security  Instrument 
is  taken  to  secure  a  loan  in  accord¬ 
ance  with  paragraph  (b)  (1)  of  this  sec- 
tiem. 

(c)  Security  instrument  forms.  (1) 
FmHA  real  estate  mortgage  or  deed  ot 

trust  Form  FmHA  427-1  _ 

(State)  will  be  used  in  all  cases. 

(2)  For  assignment  of  income.  Form 
FmHA  443-16,  “Assignment  of  Income 
frmn  Real  Estate  Security,”  will  be 
used,  except  that  if  the  form  is  legally 
inadequate  In  a  particular  State  it  may 
be  adapted  with  the  approval  of  the 
OGC. 

(3)  When  water  stock  certificates  or 
similar  collateral  are  a  pcu4  of  the  se¬ 
curity,  they  will  be  retained  in  the 
Coim^  Office.  A  notation  will  be  made 
on  Form  RnHA  406-1,  “Management 
System  Card-Individual,”  showing  that 
such  security  has  been  retained. 
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(4>  Form  PmHA  440-46.  “Promissory 
Note."  will  be  prepared  and  completed 
at  the  time  of  loan  doelng  In  acomxl- 
ance  with  the  Pormi  Manual  Insert.  If 
Insured  RH  funds  are  advanced  simul¬ 
taneously,  the  RH  loan  will  be  evidenced 
by  a  separate  note  on  the  proper  form 
as  provided  In  Subpart  A  of  Part  1822 
of  this  Chapter  (RnHA  Instruction 
444.1).  However,  both  notes  will  be  de¬ 
scribed  In  the  saoM  security  Instru¬ 
ments. 

<i)  When  a  loan  Is  closed  between  De¬ 
cember  1  and  January  1,  the  first  In¬ 
stallment  will  be  collected  at  the  time 
of  loan  closing  unless  deferment  is  ap¬ 
proved.  Also,  funds  included  in  the  loan 
for  payment  of  Interest  win  be  ooUected 
on  the  date  ot  loan  dosing,  llie  re¬ 
ceipt  should  indicate  “For  deferred  In¬ 
stallment  interest** 

(il)  The  promissory  note  will  be 
signed  by  the  borrower  and  his  or  her 
spouse,  unless  under  the  provisions  of 
Part  1807  of  this  Chapter  (RnHA  In¬ 
struction  437.1)  the  spouse's  signature  is 
unnecessary. 

(5)  When  subsequent  loans  are  made 
a  new  security  instrument  will  be  re¬ 
quired  only  whMi  such  eslstlng  instru¬ 
ments  do  not  cover  idl  required  security 
property  or  will  not  secure  the  subse¬ 
quent  loan. 

(6)  A  subsequent  losm  for  any  author¬ 
ized  purpose  may  be  made  without  tak¬ 
ing  new  security  instruments  in  any  case 
in  which  the  existing  security  instru¬ 
ments  cover  all  of  the  property  required 
to  serve  as  security  for  the  subsequent 
loan,  the  State  law  and  the  language  of 
the  existing  security  histruments  will 
permit  the  future  loan  stdvance  to  be 
secured  by  the  existing  sectirity  instru¬ 
ments,  and  the  existing  security  instru¬ 
ments  will  provide  the  same  lien  priority 
for  the  sub^uent  loan  as  for  the  initial 
loan.  If  the  existing  recorded  security 
instrument  does  not  cover  all  the  prop¬ 
erty  required  to  serve  as  security  for 
the  subsequent  loan  or  if  it  does  not  con¬ 
tain  a  futiu-e  advance  clause  which  is 
sufficient  to  Include  the  subsequent  loan, 
a  new  security  instrument  will  be  taken. 

(d)  Letuehold*.  Security  Instrum^its 
for  loans  secured  by  mortgage  on  lease¬ 
holds  will  describe  security  property  in 
accordance  with  Part  1807  of  this  Chap¬ 
ter  (FTnHA  Instruction  427.1),  and  the 
following  provisions  will  also  apj^:  ^ 

(1)  The  following  language,  or  similar 
language  which  in  the  opinion  of  the 
OGC  is  legally  adequate,  will  be  in¬ 
serted  just  before  the  legal  description  of 
the  real  estate: 

All  Borrower’s  right,  title,  and  interest  in 
and  to  the  leasehold  estate  far  a  term  of 
..  years  beginning  on _ _  IS _ _  cre¬ 

ated  and  established  by  a  certain  Lease  dated 

_ _  19 _ _  executed  by _ 

as  lesaoris),  recorded  on  _ ,  19 _ , 

In  Book - -  page _ of  the _ 

Records  of  said  Ooemty  and  State,  and  any 
renewals  and  ezteoetons  thereof,  and  all  Bor¬ 
rower’s  right,  title,  and  intereat  In  and  to 
said  Lease,  covering  the  foUowing  real  aatate: 

(2)  An  hddlttonal  covenant  win  be  in¬ 
serted  in  the  mortgage  to  read  as  foUows; 

Borrower  win  pay  when  due  an  rente  and 
any  and  aU  other  chargee  required  by  said 


Lease,  will  coi]^ly  with  aU  other  require¬ 
ments  of  said  Lease,  and  wUl  iK>t  surrender 
or  relinquish,  without  the  Oovernment’s 
written  consent,  any  of  the  Borrower's  rlglA. 
title,  or  interest  In  or  to  said  leasehold  estate 
or  under  said  Lease  while  this  Instnunent 
^remains  In  effect. 

(3)  A  c(vy  of  the  lease  will  be  obtained 
for  the  case  file. 

(e)  Filijia  or  recording  tecurity  in¬ 
struments.  The  following  appropriate 
actions  will  be  taken  after  loan  closing: 

(1)  If  the  original  security  instrument 
is  returned  by  the  recording  official,  it 
will  be  retained  in  the  borrower's  case 
folder.  If  the  original  is  retained  by  the 
recording  official,  a  ccmformed  copy,  in¬ 
cluding  the  recording  date  showing  the 
date  and  place  of  recordation  and  the 
bofric  and  page  number,  will  be  prepared 
and  filed  in  the  borrower’s  case  feeder. 
A  conformed  copy  of  the  security  instru¬ 
ment  will  be  sent  to  a  prior  lienholder 
if  a  substantial  interest  Is  held  that 
lienholder  or  if  it  is  required  by  a  work¬ 
ing  agreemrat  provision  with  that 
lender. 

(2)  Hie  original  deed  conveyance, 
if  any.  and  a  copy  of  the  security  in¬ 
strument  will  be  delivered  to  the  bor¬ 
rower. 

(3)  A  borrower’s  owner’s  title  insur¬ 
ance  policy  mistakenly  sent  to  the  Coun¬ 
ty  Office  will  be  Immediately  delivered 
to  the  borrower. 

(f)  Abstracts  of  Title.  Any  abstract  of 
title  will  be  delivered  to  the  borrower  for 
.safekeeping,  and  Form  FmHA  140-4, 

“Transmittal  of  Documents,**  will  be 
prepared  and  a  receipt  obtained  in  ac¬ 
cordance  with  the  P^oims  Manual  In¬ 
serts  However,  when  an  abstract  is  ob¬ 
tained  from  a  third  party  with  the  un¬ 
derstanding  it  will  be  returned,  such  ab¬ 
stract  will  be  sent  directly  to  the  third 
party  and  a  memorandum  receipt  will 
be  obtained. 

(g)  Requesting  title  service  and  ac¬ 
cepting  option.  When  the  loan  is  ap¬ 
proved,  the  County  Supervisor  will  (1) 
see  that  title  service  is  requested  in  ac¬ 
cordance  with  Part  1807  of  this  Chapter 
(FTnHA  Instruction  427.1),  if  this  has 
not  already  been  done,  and  (2)  when 
land  is  being  acquired  also  see  that  F(»m 
FTnHA  440-35,  “Acc^tance  Option,’’ 
is  completed,  signed,  and  mailed  to  the 
seller.  However,  in  ccmnectimi  with  the 
acc^tance  of  an  option  cm  a  subdivision. 
Form  FmHA  443-10,  “Acc^tance  of  Op¬ 
tion  by  Assignee  (Land  to  be  Subdivid¬ 
ed)  and  Form  FmHA  443-11,  “Acc^t- 
ance  of  Option  by  Buyer  (Land  to  be 
Subdivided)  ,**  will  be  used,  as  appre^ri- 
ate.  When  the  acceptance  of  option  let¬ 
ter  has  been  mailed  to  the  si^er,  the 
borrower  will  arrange  with  the  seller,  in 
consultaticm  with  the  County  Supervisor, 
to  occupy  and  operate  the  farm  as  soon 
as  practicable.  Agreements  will  be  in 
writing  and  cover  such  subjects  as  dis¬ 
position  of  growing  crops,  rentals,  pay¬ 
ment  of  maintenance  cost,  and  other 
pertinent  points. 

(h)  Fees.  The  borrower  will  pay  all  fil¬ 
ing,  recording,  notary  and  lien  search 
fees  incident  to  loan  transactions  from 
personal  or  loan  funds.  When  RnHA 


employees  accept  cash  for  these  purposes 
Form  FtaHA  440-12,  ’’Acknowledgment 
of  Payment  for  RecemUng,  Lien  Search, 
and  Retoaslng  Fees,’’  will  be  execi^ed. 
FTnHA  employees  will  make  it  clear  to 
the  b<MTawer  that  any  fee  so  accepted  is 
only  for  paying  fees  on  behalf  of.  the 
borrower. 

(1)  Supervised  bank  accounts.  If  a  su¬ 
pervised  bank  account  is  required,  loan 
funds  usually  will  be  deposit^  following 
loan  closing.  Supervised  bank  accounts 
will  be  established  in  accordance  with 
Part  1803  of  this  Chapter  (RnHA  In¬ 
struction  402.1).  If  a  depository  bank 
does  not  require  the  borrower’s  endeme- 
ment  for  deposit,  the  loan  check  may  be 
deposited  in  the  supervised  bank  account 
and  the  borrower  given  a  copy  ot  the  de¬ 
posit  slip. 

(j)  Loan  closing  with  participating 
lenders.  (1)  The  FTnHA  and  participat¬ 
ing  lenders  will  agree  on  the  method  and 
the  period  to  be  covered  by  the  title 
search.  If  there  are  any  deviations  In 
connection  with  title  search  from  either 
lender’s  regulations,  such  deviations 
must  be  iqjproved  by  the  appropriate  su¬ 
pervisory  irfBclals. 

(2)  The  PmHA  and  participating  lend¬ 
er  representatives  will  mutually  apmnve 
any  land  and  bulldipg  development  ifians 
^en  the  Improvements  are  to  be  pro¬ 
jected  In  loan  values.  Each  will  super¬ 
vise  the  disbursement  of  its  ^are  of 
funds  for  these  Items. 

(3)  The  selecticm  of  representative (s) 
to  be  present  for  loan  closing  will  be  by 
mutual  agreement. 

(4)  The  standard  loan  mortgage  forms 
used  by  the  FhiHA  and  th<»  participating 
lender  will  be  exchanged  by  the  local 
representatives.  Any  additional  cove¬ 
nants  or  deviations  from  the  standard 
forms  In  individual  cases  wUl  be  called  to 
the  attention  of  the  local  representatives 
before  the  loan  is  closed. 

§  1904.128  Options,  planning  aad 
appraisals. 

Refer  to  Parts  1804  and  1809  of  this 
Chapter  (FmHA  Instructions  424.1  and 
422.1,  respectively)  for  the  appropriate 
procedures  dealing  with  options,  plan¬ 
ning,  and  an^Blsals. 

§  1904.129  Planaing  and  performing 
development. 

All  develoment  including  construction 
and  land  treatment  will  be  planned  and 
completed  in  accordance  with  Part  1804 
of  this  Chapter  (FhiHA  Instruction 
424.1).  The  provisions  of  Subpart  E  of 
Part  1901  of  this  Chapter  apply  in  con¬ 
nection  with  loans  involving  recreational 
enterprises  and  the  constructioii  of 
buildings.  Adequate  development  to  place 
the  farm  and  any  nonfarm  enterprise  in 
condition  for  a  successful  operation  will 
be  provided  at  the  outset. 

§  1904.130  Loan  servicing. 

Loans  will  be  servioed  In  accordance 
with  Parts  1806,  1863  and  1872  of  this 
Chapter  (FmHA  tnstrucUons  tti.l,  and 
486.1  respeettvely)  and  SObpark  A  at 
Part  1930  of  this  Chapter. 
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§  1904.131  Revision  of  ihe  use  of  loan 
funds. 

(a)  EeQuirements.  Loan  approval  offi¬ 
cials  or  delegates  are  authorized  to  im¬ 
prove  changes  in  the  purposes  for  which 
loan  funds  are  to  be  used  provided: 

(1)  The  loan  was  within  the  respective 
loan  approval  official’s  authority. 

(2)  Such  a  change  is  for  an  authorized 
purpose  and  within  applicable  limita¬ 
tions. 

■  (3)  Such  a  change  will  not  adversely 

affect  the  feasibility  of  the  (^ration  for 
the  Government’s  Interest. 

(4)  Such  a  change  is  consistent  with 
authorities,  policies,  and  limitations  for 
the  type  of  Farmer  Program  loan  in¬ 
volved. 

(b)  Additional  authority.  The  State 
Director  may  delegate  additional  author¬ 
ity  to  approval  officials  to  approve  cer¬ 
tain  kinds  of  changes  in  the  use  of  loan 
funds  by  Issuing  a  State  supplement  de¬ 
scribing  such  changes,  provided  prior  ap¬ 
proval  is  obtained  from  the  National 
Office. 

(c)  Revisions.  When  changes  are  made 
in  the  use  of  loan  funds,  no  revision  will 
be  made  in  the  repayment  schedule  on 
the  promissory  note.  Appropriate 
changes  with  respect  to  the  repayment 
will  be  made  in  Table  K  of  Form  FmHA 
431-2  and  they  will  be  initialed  by  the 
borrower.  ’The  Coimty  Supervisor  will 
also  make  aiH>roprlate  notations  in  the 
“Supervisory  and  Servicing  Actions"  sec¬ 
tion  of  the  Management  System  Card- 
Individual  for  followup. 

§§  1904.132-1904.145  [Reserved] 

§  1904.146  Liquidation. 

Refer  to  S  1872.17  (FmHA  Instruction 
465.1,  paragraph  XVli)  and  Subpart  A 
of  Part  1955  of  this  Chapter  for  the  ap¬ 
propriate  instructions  concerning  the 
liquidation  of  real  estate,  and  to  1 1930.40 
of  this  Chapter  for  liquidation  proce¬ 
dures  covering  chattel  property. 

§  1904.147  Graduation. 

Borrowers  will  be  expected  to  graduate 
to  other  credit  in  accordance  with  the  re¬ 
quirements  of  Part  1865  of  this  Chapter 
(FhiHA  Instruction  451.6). 

§§  1904.148-1904.153  [Reserved] 

§  1904.154  Memoranda  of  Understand¬ 
ing. 

Refo*  to  S  1980.154  of  this  Chapter  for 
a  listing  of  memoranda  pertaining  to 
Farmer  Programs.  The  following  items 
also  apply  to  this  Subpart. 

(a)  Memorandum  of  Understanding 
Between  Commodity  C^redit  Corp.  and 
FhiHA  (Exhibit  A  to  Subpart  A  of  Part 
1930  of  this  Chapter). 

(b)  Memorandum  of  Understanding 
and  Blanket  Commodity  Lien  Waiver 
(Exhibit  B  to  Subpart  A  of  Part  1930  of 
this  CJhapter) . 

(c)  Memorandum  of  Understanding 
Between  the  Department  of  Agricultiire 
and  the  Department  of  the  Interior  (At¬ 
tachment  to  Ebchibit  A  to  this  Subpart) . 

(d)  Memorandum  of  Understanding 
Between  FmHA  and  the  Farm  Credit 


Administration  (Exhibit  E  of  this  Sub¬ 
part). 

§§  1904.155-1904.169  [Reserved] 

§  1904.170  Emergeney  loans. 

(a)  Program  objectives.  The  basic  ob-  ^ 
Jectlves  of  EM  loans  are  to  provide  flnan- 
cial  assistance  to  eligible  farmers,  ranch¬ 
ers,  and  aquaculture  operators  to  cover 
losses,  make  major  adjustments,  pay  op¬ 
erating  expenses,  and  provide  for  other 
essential  needs  so  that  they  may  main¬ 
tain  sound  farming,  livestock,  or  aqua¬ 
culture  operations. 

(b)  EligibiUty.  (1)  Refer  to  S  1980.170 
(b)  of  this  Chapter  for  applicable  EM 
eligibility  requirements,  except  that  fCK* 
purposes  of  this  section: 

(1)  In  S  1980.170(b),  disregard  the 
word  “guaranteed,"  and 

(U)  In  S  1980.170(b)(1).  disregard 
the  words  “without  a  guarantee." 

(2)  No  ceiling  has  been  established  on 
the  size  of  opoatlons  that  may  be 
financed  with  EM  loans  nor  on  the  size 
of  loans  that  may  be  made.  Therefore, 
subject  to  the  eligibility  requirements 
and  other  provisions  of  this  regulation, 
EM  loans  may  be  made  to  flnaneb  larger 
than  family  farm  (q)erations. 

(3)  Refer  to  Exhibit  D  of  this  Subpart 
for  the  procedures  governing  desi^a- 
tions  and  reporting  of  disasters. 

(c)  Determining  losses  and  maximum 
amount  of  loan  for  actual  losses.  Losses 
and  maximum  amount  of  the  EM  loan 
for  actual  losses  will  be  determined  as 
set  forth  in  §  1980.170(c)  of  this  Chapter 
except  that: 

(1)  In  5  1980.170(c)(1)  and  (c)(1) 

(ii),  the  word  “lender"  should  be  read 
to  mean  “County  Supervisor"  and, 

(2)  In  5  1980.170(c)  (l)(ii).  disregard 
the  words,  ‘"ITie  County  Supervisor  will 
provide  lenders  with  these  prices". 

(d)  Loans  purposes.  Refer  to  i  1980.- 
170(d)  of  this  Chapter  for  authorized 
EM  loan  purposes  except  that  the  word 
“guaranteed"  in  1  1980.170(d)  shall  be 
read  as  “made"  for  purposes  of  this  sec¬ 
tion.  In  addition,  the  following  limita¬ 
tions  will  apply: 

(1)  An  insured  loan  will  not  be  used  to 
supplement  a  guaranteed  loan. 

(2)  An  insured  loan  will  not  be  made 
to  refinance  a  guaranteed  loan,  except 
when  the  following  conditions  are  met: 

(i)  The  circumstances  causing  the  need 
to  refinance  were  beyond  the  borrower’s 
control. 

(ii)  Refinancing  is  to  the  best  Interest 
of  the  Government  and  borrower. 

(iii)  The  State  Director  and  his  staff 
determine  that  the  objectives  of  the  loan 
can  be  accomplished  with  an  Insured 
loan. 

(iv)  Eligibility  requirements  are  other¬ 
wise  met. 

(e)  Rates  and  terms.  (1)  Interest 
rates.  Interest  on  the  initial  advance  will 
accrue  from  the  date  of  the  promissory 
note.  Interest  on  other  advances  will 
accrue  from  the  date  eff  the  loan  check 
for  each  such  advance.  Interest  rates  are 
as  follows: 

(1)  Except  for  disasters  occurring  on 
or  after  July  1, 1976,  and  prior  to  October 


1,  1978,  EM  loans  for  actual  losses  will 
be  5  percent. 

(ii)  For  disasters  occurring  on  or  after 
July  1, 1976,  and  prior  to  October  1, 1978. 
e:M  loans  for  actual  losses  will  be  as 
follows: 

(A)  For  repair  or.  reidacement  of  the 
primary  residence  and  personal  property. 

1  percent  cm  the  first  $10,0()0.  3  percent 
on  the  balance  not  to  exceed  $40,000,  and 
5  percent  above  $40,000. 

(B)  For  other  actual  loss  loans.  3 
percent  up  to  $250,000  and  5  percent 
above  $250,000. 

(iii)  The  interest  rate  for  loans  for 
other  than  actual  losses  will  be  the  in¬ 
terest  rate  prevailing  in  the  private 
market  for  similar  loans,  as  determined 
by  the  Secretary  of  Agriculture.  The.se 
interest  rates,  for  other  than  actual 
losses,  will  be  reviewed  periodically  by 
the  Secretary  and  new  rates  may  be 
established.  The  prevailing  market  rates 
are  specified  in  Part  1810,  Subpart  A  of 
this  Chapter  (FmHA  Instruction  440.1, 
Exhibit  B).  The  interest  rates  in  effect 
can  be  obtained  from  any  FmHA  State 
or  County  Office  or  from  the  National 
Office,  14th  and  Independence  Avenue, 
SW.,  Washington,  D.C.  20250. 

(2)  EstabMshing  repaiyment  terms  and 
delay  of  prineipal  patfments.  EM  loans 
for  actual  losses  whine  different  interest 
rates  are  authoriaed  as  set  forth  in  para¬ 
graph  (e)(1)  (ii)  will  be  scheduled  for 
repayment  of  the  principal  and  interest 
on  that  portiem  of  the  loan  bearing  the 
lowest  interest  rate  before  principal  pay¬ 
ments  are  scheduled  for  portions  of  the 
loan  bearing  higher  Interest  ndes.  How¬ 
ever,  Interest  must  be  collected  on  the 
portion  of  the  principal  deferred  during 
the  period  principal  payments  are  not 
scheduled.  The  portlcm  of  the  loan  bear¬ 
ing  the  lower  interest  rate  should  be  re¬ 
paid  as  80(m  as  possible,  consistent  with 
the  applicant’s  repayment  ability.  This 
deferral  of  princi^  does  not  apply  to 
EM  annual  production  or  major  adjust¬ 
ment  loans. 

(3)  Terms  of  loans.  EM  loans  will  be 
scheduled  for  repayment  in  annual  in¬ 
stallments  as  set  forth  below,  consistent 
with  the  applicant’s  reasonable  id}ility  to 
pay.  This  win  be  determined  by  his  op¬ 
eration  as  reflected  in  the  complete 
Form  FmHA  431-2,  "Farm  and  Home 
Plan.”  or  other  acceptable  f(»mat  for 
presenting  the  propo^  plan  of  opera¬ 
tion. 

(i)  Loan  terms  for  actual  losses  to 
crops,  livestock,  supplies,  harvested  or 
stored  crops,  livestock  products  on  hand, 
and  equipment  will  be  in  accordance  with 
the  useful  life  of  the  security  and  the 
repayment  ability  of  the  applicant  but 
not  to  exceed  7  years.  When  conditions 
warrant,  installments  may  vary  in 
amount.  However,  the  final  Installment 
will  not  be  larger  than  the  amount  which 
could  usually  be  refinanced  with  private 
lenders  or  be  repaid  within  a  renewal 
period  of  not  to  exceed  5  years.  The  ap¬ 
plicant  must  be  advised  before  the  loan 
is  closed  that  FmHA  will  review  each 
case  at  the  end  of  the  initial  loan  term 
to  determine  if  a  renewal  is  warranted. 
For  any  disaster  occurring  after  January 
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1,  1975.  loans  made  as  a  result  of  these 
disasters  may  be  scheduled  for  repay¬ 
ment  in  more  than  7  years,  but  not  more 
than  20  years  if  the  State  Director  deter¬ 
mines  in  writing,  after  a  recommenda¬ 
tion  by  the  County  Committee  that  the 
needs  of  the  applicant  Justifies  such  a 
longer  repayment  period.  Generally,  real 
estate  will  be  needed  as  security  when 
more  than  7  years  is  authorized.  Experi¬ 
ence  indicates  that  the  need  of  most  ap¬ 
plicants  can  be  met  with  a  repayment 
period  of  7  years  and  if  necessary  up  to  a 
5-year  renewal.  Therefore,  State  Direc¬ 
tors  will  grant  the  longer  repayment 
periods  only  in  unusual  cases.  When  the 
longer  period  is  used,  renewal  is  not 
authorized. 

(ii>  The  terms  for  actual  losses  to  real 
estate  will  be  in  accordance  with  the  use¬ 
ful  life  of  the  security  and  the  repayment 
ability  of  the  applicant  not  to  exceed  40 
years. 

(ill)  The  term  for  loans  for  annual 
operating  expanses  will  be  as  follows; 

(A)  Advances  for  annual  recurring 
operating  expenses  or  for  paying  bills  in¬ 
curred  for  such  purposes  for  the  oper¬ 
ating  or  crop  year  being  financed  will 
be  scheduled  for  payment  when  the  prin¬ 
cipal  income  from  the  year's  operations 
normally  would  be  received. 

(B>  Advances  to  purchase  or  produce 
feed  for  productive  livestock  or  livestock 
to  be  fed  for  the  market,  or  to  pay  bills 
incurred  for  such  purposes  for  the  crop 
year  being  financed  will  be  scheduled 
for  payment  when  the  principal  Income 
from  the  sale  of  such  livestock  or  live¬ 
stock  products  can  be  expected. 

(iv)  Loans  for  the  same  purposes  as 
are  provided  under  S  1980.170(d)  (3)  (il) 
of  this  Chapter,  will  be  in  accordance 
with  the  useful  life  of  the  security  and 
the  repayment  ability  of  the  applicant 
but  not  to  exceed  7  years.  When  condi¬ 
tions  warrant  installments  may  vary  in 
amount.  However,  the  final  installment 
will  not  be  larger  than  the  amoimt  which 
could  usually  be  refinanced  with  private 
lenders  or  be  repaid  within  a  renewal 
period  of  not  to  exceed  5  years.  Hie  ap¬ 
plicant  must  be  advised  before  the  loan 
is  closed  that  F'mHA  will  review  each 
case  at  the  end  of  the  initial  loan  term 
to  determine  if  a  renewal  is  warranted. 

(v)  Loans  for  the  same  piUT>06es  as 
are  provided  under  f  1980.170(d)  (3)  (i) 
of  this  Chapter  will  be  in  accordance 
with  the  useful  life  of  the  security  but 
not  to  exceed  40  years. 

(4)  Deferment  of  principal  install¬ 
ments.  Interest  will  not  be  deferred. 
However,  Initial  principal  installments 
(for  EM  loans  other  Uian  for  annual 
operating  expenses)  may  be  deferred  in 
w  hole  or  in  part  to  the  second  or  third 
installment  due  date,  as  appropriate,  fol¬ 
lowing  the  date  of  note: 

(i)  When  the  year’s  income  will  be 
sufficient  to  meet  the  pasrment  but  will 
not  be  received  in  full  that  year  because 
of  the  type  of  farming  or  the  method  of 
marketing,  or 

(ii>  When  the  total  planned  inccxne  is 
less  than  platmed  annual  recurring  ex¬ 
penses  because  the  productive  capacity 


of  the  farm  has  been  adversely  affected 
by  a  qualifying  disaster. 

During  the  deferment  period,  each  in¬ 
stallment  will  include  the  total  amount 
of  interest  accruing  to  the  date  of  the 
installment  plus  the  estimated  principal 
amount  the  applicant  will  be  able  to  pay. 
Principal  deferments  will  not  be  granted 
for  the  purpose  of  enabling  applicants 
to  use  inc(Mne  to  make  payments  on  old 
bills  before  paying  annual  recurring  ex¬ 
penses.  When  the  payment  of  principal 
is  deferred  to  the  second  installment  <lue 
date  following  the  date  of  the  note,  the 
first  scheduled  Installment  will  be  the 
amount  of  accrued  Interest  fr<Mn  the 
date  of  the  note  to  installment  due  date. 
When  the  payment  of  principal  is  de¬ 
fend  to  the  third  installment  due  date 
following  the  date  of  the  note,  the  sec¬ 
ond  scheduled  installment  will  be  the 
amount  of  accrued  Interest  for  a  full 
year, 

(f)  Security.  EM  loans  will  be  ade¬ 
quately  secured  to  protect  the  interests 
of  the  Government. 

(1)  Security  Requirements,  (i)  An¬ 
nual  Operating  loans  will  be  secured  by 
a  first  lien  on  the  crop  or  livestock,  or 
both,  being  financed  with  EM  loan  funds 
plus  enough  other  security,  including 
personal  property,  real  estate,  and  crop 
insurance,  to  assure  that  the  Govern¬ 
ment’s  financial  interest  will  be  pro¬ 
tected.  When  the  applicant  can  provide 
no  collateral  other  than  a  first  lien  on 
crop  and/or  livestock  production,  or 
both,  the  amount  of  the  loan  will  be 
limited  to  the  greater  of  $50,000  or  one- 
half  the  estimated  gross  farm  income 
planned  as  shown  on  Form  FmHA  431-2, 
or  other  acceptable  plan  of  operation 
which  will  be  based  on  normal  produc¬ 
tion  and  prices  authorized  by  the  State 
Director  for  developing  annual  farm 
plans  within  the  State.  When  an  EM 
borrower  who  is  indebted  for  an  annual 
operating  loan  must  have  a  subsequent 
EM  loan  for  annual  operating  piunposes 
during  the  current  crop  year  to  com¬ 
plete  that  year's  farming  operation  and 
protect  the  Government’s  financial  inter¬ 
est  which  is  secured  only  by  the  crop, 
the  $50,000  or  50  percent  gross  income 
requirement  will  not  apply  provided  the 
locm  is  otherwise  sound  and  proper. 

(ii)  Loans  for  the  same  purposes  as 
authorized  for  loans  made  under  S  1980.- 
170(d)  (3)  (ii)  of  this  Chapter  will  be 
secured  by  a  lien  on  sufficient  equity  in 
livestock,  equipment  and  machinery,  and 
other  personal  property  if  necessary  to 
protect  the  Government’s  interest,  plus 
when  necessary,  a  lien  on  equity  in  part 
or  all  of  the  real  estate  owned  by  the 
applicant.  When  the  applicant  can  pro¬ 
vide  no  collateral  other  than  a  first  lien 
on  crops  and/or  livestock  production,  or 
both,  then  the  policy  outlined  in  §  1980.- 
170(f)  (2)  (i)  of  this  Chapter  will  apply. 
If  the  applicant  has  enough  equity  in 
real  estate,  no  additional  security  need 
be  taken.  A  second  crop  lien  may  be 
taken  when  deemed  necessary  to  assure 
repayment  of  the  loan. 

(ill)  Loans  for  the  same  purposes  as 
authorized  for  loans  made  under  §  1980.- 


170(d)  (3)  (i)  of  this  Chapter  will  be 
secured  by  equity  In  real  estate.  However, 
if  there  is  not  sufficient  equity  in  the 
real  estate,  a  Uen  also  will  be  taken  on 
personal  property,  i^us,  if  necessary,  a 
second  lien  on  the  crops.  An  EM  k»n 
made  to  a  tenant  with  a  long-term  lease 
will  be  secured  by  a  lien  on  a  transfer¬ 
able  leasehold. 

(iv)  The  loan  approval  official  may 
make  an  exertion  to  the  security  re¬ 
quirements  if  all  of  the  following  con¬ 
ditions  are  met: 

(A)  Adequate  security  property  is  not 
available  because  of  the  disaster. 

(B)  The  a];v>llcant  offers  all  available 
security  property,  some  or  all  which 
may  have  depreciated  in  value  due  to 
the  disaster. 

(C)  The  security  property  and  the  ap¬ 
plicant’s  repayment  ability  as  assessed 
by  the  loan  approval  official  are  ade¬ 
quate  security  for  the  loan. 

(v)  EM  loans  may  be  aiHiroved  with 
abbreviated  appraisals  of  the  property 
being  taken  as  security  for  the  loan 
provided: 

(A)  The  loan  approval  official  deter¬ 
mines  that  equity  in  the  security  prop¬ 
erty  will  fully  secure  the  EM  loan(s) . 

(B)  When  abbreviated  appraisals  are 
prepared: 

(f)  For  real  estate,  the  following  por¬ 
tions  of  Form  FmHA  422-1,  “Appraisal 
Report — ^Farm  Tract,’’  will  be  completed : 
The  heading  of  the  report;  Item  A  of 
Part  1 ;  Part  2;  Part  3;  Part  7;  and  Part  8. 
The  report  will  be  signed  and  dated  by 
an  FmHA  authorized  appraiser. 

(2)  For  chattel  property.  Form  FmHA 
440-221,  “Appraisal  of  Chattel  Property,’’ 
will  list  and  Identify  each  chattel  Item, 
and  items  A  through  E  will  be  completed. 

(vi)  When  an  EM  loan,  for  wlmtever 
purpose,  is  io  be  secured  by  a  lien  on 
real  estate  or  a  combination  of  real 
estate  and  chattels,  the  security  will  be 
considered  “basic  seemity.’’  For  all  loans 
over  $10,000  title  clearance  is  required 
except  that  when  a  reputable  long-term 
lender  has  a  first  mortgage  on  the  prop¬ 
erty  the  search  need  only  be  made  after 
the  recordation  date  for  such  mortgage. 
For  loans  of  $10,000  or  less,  only  certi¬ 
fication  of  ownership  and  verification  of 
equity  in  real  estate  is  required.  Certifi¬ 
cation  of  ownership  may  be  accepted  in 
the  form  of  a  notarized  affidavit  from  the 
applicant  stating  who  is  the  owner  of 
record  of  the  real  estate  in  question 
and  acknowledging  all  known  debts, 
with  balances  owed,  against  the  real 
estate.  Whenever  the  Coxmty  Supervisor 
is  uncertain  of  the  ownership  of  or  debts 
against  the  real  estate  security,  he  will 
require  title  search. 

(vil)  If  the  read  estate  offered  as  secu¬ 
rity  is  held  under  a  purchase  contract, 
the  following  conditions  will  prevail: 

(A)  The  applicant  must  be  able  to 
provide  mortgageable  interest  in  the  real 
estate  concerned. 

(B)  The  applicant  and  the  purchase 
contract  holder  will  agree  in  writing  that 
all  insurance  claim  settlements  received 
for  real  estate  losses  will  be  used  in  their 
entirety  to  replace  or  r^>alr  the  damaged 
real  estate.  ’The  applicant  will  renego- 
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tiate  with  the  purchase  contract  holder 
to  arrive  at  a  new  contract  without  any 
provisions  objectionable  to  FtoiHA. 

(C)  If  a  satisfactory  contract  of  sale 
cannot  be  renegotiated  or  the  purchase 
contract  holder  refuses  to  apply  the  In¬ 
surance  proceeds  toward  the  repair  or 
replacement  of  the  real  estate  losses,  but 
chooses  to  retain  some  of  the  proceeds 
as  an  extra  payment  on  the  balance 
owed,  the  applicant  will  make  every  ef¬ 
fort  to  refinance  the  existing  purchase 
contract.  If  the  applicant  cannot  obtain 
refinancing  from  another  source,  an  EM 
loan  will  be  considered  to  include  fimds 
to  pay  off  the  contract  and  improve  the 
property.  If  the  applicant  can  get  the 
contract  refinanced,  an  EM  loan  will  be 
considered  to  restore  the  property  to  its 
predisaster  condition. 

(D)  If  the  conditions  provided  for  in 
paragraph  (f)  (1)  (vii)  (A) ,  (B) ,  and  (C) 
of  this  section  can  be  met  and  an  EM 
loan  is  approved,  it  can  be  closed  pro¬ 
vided  the  FmHA  escrow  agent  or  desig¬ 
nated  attorney  determines  that: 

(f)  The  applicant  has  mortgageable 
interest  in  the  property  under  a  long¬ 
term  purchase  contract. 

(2)  The  purchase  cmitract  is  not  sub¬ 
ject  to  summary  cancellatlcm  on  default 
and  does  not  contain  other  iMx>vlsions 
which  might  jeopardize  the  Govern¬ 
ment’s  security  positicoi  or  the  bor¬ 
rower’s  abihty  to  repay  the  loan. 

(3)  The  contract  holder  will  agree  in 
writing  to  give  the  FmHA  notice  of  any 
breach  by  the  purchasers,  and  further 
agrees  to  give  RnHA  30  days  from  notice 
of  such  breach  to  rectify  said  conditions. 

(vlii)  If  any  of  the  prior  ll^is  against 
real  estate  offered  as  security  contain 
future  advance  provisions,  or  other  pro¬ 
visions  which  might  Je<vardize  the  secu¬ 
rity  position  of  the  Government  or  the 
applicant’s  ability  to  meet  his  obliga¬ 
tions  xmder  these  prior  liens  and  to  pay 
the  EM  loan,  the  prior  Uenhcdders  in¬ 
volved  must  agree  in  writing,  before  the 
loan  is  closed,  to  modify,  waive,  or  sub¬ 
ordinate  such  objectioiud>le  provislonsL 

(ix)  When  a  jimior  lien  on  real  estate 
is  to  be  taken  as  security  for  the  loan 
in  States  where  a  prior  lienholder  may 
foreclose  his  security  instrument  under 
power  of  sale  or  otherwise  and  extinguish 
junior  liens  of  private  pcutles  without 
giving  junim-  Upholders  actual  notice, 
the  prior  lienholder  must  agree  in  writ¬ 
ing  to  give  FmHA  advance  notice  of 
foreclosure  or  assignment  of  the  mort¬ 
gage. 

(X)  If  essmtial  insmable  buildings 
are  located  on  the  property,  or  if  new 
buildings  are  to  be  erected  or  major  im¬ 
provements  are  to  be  made  to  existing 
buildings,  the  applicant  will  iN*ovide  ade¬ 
quate  iH*operty  insiirance  coverage  at  the 
time  of  the  loan  closing  or  as  of  the  date 
matnials  are  delivered  to  the  property, 
whicheva*  is  aiHMroiu'late.  However,  when 
the  real  estate  appraisal  r^jort  shows 
that  the  present  market  value  of  the 
land  afta*  deducting  the  value  build¬ 
ings  shown  on  the  report  exceeds  the 
amount  of  the  debt  including  the  EM 
loan  and  the  owner  has  equity  equal  to 
or  exceeding  the  amount  of  the  debt  in¬ 


cluding  the  EM  loan,  real  property  in¬ 
surance  will  not  be  required.  However, 
the  applicant  will  be  encouraged  to  ob¬ 
tain  such  insurance  if  he  does  not  al¬ 
ready  have  it  to  protect  his  interest.  If 
insurance  claims  for  loss  or  damage  to 
buildings  to  be  replaced  or  repaired  with 
loan  funds  are  outstanding  at  the  time 
the  loan  is  approved,  the  applicant  will 
be  required  to  agree  in  writing  that  when 
settlement  is  made  the  proceeds  of  such 
claims  will  be  used  for  replacement  or 
repair  of  buildings,  application  on  debts 
secured  by  prior  liens,  or  application  on 
the  EM  loan. 

(xi)  Loan  amounts  borrowed  for  re¬ 
pair  or  replacement  of  personal  posses¬ 
sions  and  home  equipment  or  furnish¬ 
ings  will  be  secured  by  a  lien(s)  on  crops, 
aquatic  organisms,  livestock,  farm  ma¬ 
chinery,  essential  trucks  or  automobiles, 
and/or  farm  real  estate. 

(xii)  Loan  approval  officials  may  re¬ 
quire  Federal  or  other  times  of  Crop  In¬ 
surance  with  an  assignment  to  FmHA 
during  the  repayment  period  of  the  EM 
loan  if  such  insurance  is  available  in 
the  coimty.  This  determinati<m  is  a 
judgment  factor  and  the  decision  ^ould 
be  based  on  the  amoimt  and  type  of  se¬ 
curity,  other  than  crops,  that  the  appli¬ 
cant  can  provide.  However,  when  only  a 
crop  lien  is  taken  as  security  for  EM 
loans,  the  borrower  will  be  required  to 
carry  Federal  or  other  type  of  Crop  In¬ 
surance  during  the  repayment  period  of 
such  loans  if  such  insurance  is  available. 

(xili)  EM  loans  to  Indians  which  are 
secured  by  trust  or  restricted  land  will 
be  handled  as  follows:  The  United  States 
Department  of  Agriculture  (USDA)  and 
the  Department  of  the  Interior  have  mu¬ 
tually  agreed  that  FmHA  loans  which 
are  to  be  secured  by  real  estate  liens 
may  be  made  to  Indians  holding  land 
in  severalty  imder  trust  patents  or  deeds 
containing  restriction  against  alienatlcm 
subject  to  statutes  under  which  they 
may,  with  the  approval  of  the  Secretary 
of  the  Interior,  give  mortgages  wi  their 
land  which  are  valid  and  enforceable. 
These  statutes  Include,  but  may  not  be 
limited  to,  the  Act  of  March  29,  1956 
(70  Stat.  62). 

(A)  When  a  lien  is  to  be  taken  on  trust 
or  restricted  property  in  connection  with 
a  loan  to  be  made  or  insured  by  FmHA, 
the  local  representatives  of  the  Bureau  of 
Indian  Affairs  (BIA)  will  furnish  re¬ 
quested  advice  and  information  with  re¬ 
spect  to  the  property  and  each  aiH^cant. 

(B)  The  FmHA  State  Director  should 
arrange  with  the  Area  DirecUMr  or  other 
appropriate  local  ofiScial  of  the  BIA  as 
to  the  manner  in  which  the  information 
wlU  be  requested  and  furnished.  A  State 
supplement  will  be  issued  to  prescribe 
the  actimis  to  be  taken  by  FmHA  per¬ 
sonnel  to  implement  the  making  of  loans 
imder  such  conditions. 

(xiv)  EM  loans  secured  by  real  estate 
on  homestead  and  desertland  entries 
will  be  made,  servloed,  and  liquidated  in 
accordance  with  ExhMt  A  of  this  Sub¬ 
part. 

(2)  Taking  security  instruments.  The 
faUng  aod  fOlng  of  security  Instnunmts 
will  be  in  accordance  with  Subpart  C 


of  Part  1921  of  this  Chapter  (chattels 
smd  crops)  and  with  §  1904.127(d)  (real 
estate). 

(g)  Receiving  applications.  (1)  Ap¬ 
plications  for  EM  loans  will  be  received 
as  outlined  in  Subpart  A  of  Part  1801  of 
this  Chapter  (FmHA  Instruction  410.1) 
only  in  designated  counties,  except  as 
provided  in  Exhibit  D  of  this  Subpart, 
paragraph  IV  B  6  a  3.  Form  FmHA  410- 
1.  “AppUcation  for  FmHA  Services,”  will 
be  used  for  this  purpose. 

(2)  If  the  applicant  is  a  partnership, 
personal  financial  statements  will  be  ob¬ 
tained  from  each  of  the  partners  and  in¬ 
cluded  in  the  loan  docket,  in  addition  to 
the  partnership’s  financial  statement. 

(3)  If  the  applicant  is  a  corporation, 
the  following  additional  inform^on  will 
be  obtained  and  included  in  the  loan 
docket: 

(1)  A  complete  list  of  stockholders, 
showing  the  address,  citizenship,  princi¬ 
pal  occupatimi,  and  the  number  of  shares 
of  stock  held  in  the  corporation  by  «u:h. 

(il)  A  current  personal  financial 
statement  from  each  of  the  princi^ 
stockholders.  For  this  purpose  a  princi¬ 
pal  stockholder  is  one  ovi^ng  or  con¬ 
trolling  as  much  as  20  percent  of  the 
outstanding  stock  of  the  corporation,  or 
if  no  stockholder  owns  or  controls  as 
much  as  20  percent,  all  stockholders  will 
be  eonsidei^  principal  stockhirfders. 
Any  other  stockholder  whose  financial 
statement,  in  the  Judgment  of  the  loan 
approval  official,  would  be  pertinent  to 
a  consideration  of  the  financial  strength 
of  the  corporation  and  its  stockholders 
will  also  provide  personal  financial 
statements. 

(iii)  A  copy  of  the  corporation’s  char¬ 
ter,  articles  of  incorporation  and  bylaws, 
and  a  resoluti(m(s)  adopted  by  the  Board 
of  Directors  or  stockholders  authorizing 
specified  officers  of  the  corporation  to 
apply  for  and  obtain  the  desired  EM  loan 
and  execute  required  debt,  security,  and 
other  instruments  and  agreonents. 

(iv)  A  copy  of  any  lease,  contract,  or 
agreonent  entered  into  by  the  c<a*pora- 
tion  which  may  be  pertinent  to  a  con- 
^deration  of  its  application. 

(4)  The  applicant’s  statement  of  loss 
or  damage  will  be  obtained  In  support 
of  his  application  on  Form  FmHA  441- 
22.  “Certification  of  Disaster  Losses.” 

(1)  Production  losses  will  be  shown  on 
Form  FmHA  441-22,  by  listing  the  esti¬ 
mated  or  actual  crop  yields  or  livestock 
production  for  the  disaster  year;  the 
5-year  history  of  crop  yl^ds  and  animal 
units  produced  for  all  farm  enterprises 
and  information  stating  when  and  how 
the  designated  dissister  caused  the  pro¬ 
duction  losses. 

(ii)  Physical  losses  will  also  be  shown 
on  Form  FmHA  441-22. 

(h)  Additional  EM  loans.  Additional 
EM  loans  may  be  made  for  the  same  pur¬ 
poses  and  imder  the  same  conditions  as 
an  Initial  EM  loan  under  the  following 
conditions. 

(1)  When  the  applicant  did  not  ob¬ 
tain  a  loan  for  the  full  amount  of  the 
actual  loss  authorized  as  reflected  by 
the  loss  statement  he  filed,  the  applicant 
may.  within  one  year  after  the  state- 
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ment  is  filed  be  considered  for  an  addi¬ 
tional  loan,  based  on  his  initial  appli¬ 
cation.  for  all  a  portion  of  the  loss 
balance  not  requested  initially. 

(2)  Additional  loans  for  reorganiza¬ 
tion  of  the  farming  operation  made 
under  i  1980.170(d)  (3)  of  this  Chapter 
must  be  made  within  one  full  crop  year 
after  the  designation  date. 

(3)  Borrowers  who  obtained  loans  for 
actual  production  losses,  as  reflected  by 
the  loss  statement  filed  concerning  their 
1976  f Arming  operations  will  upon  re¬ 
quest  have  their  actual  losses  recalcu¬ 
lated  using  the  method  provided  for  in 
1  1980.170(c)(1)  (rf  this  Chapter  and 
may  receive  an  additional  loan  for  any 
additional  amount  at  a  5  percent  interest 
rate. 

(4)  New  appraisal  reports  of  real  es¬ 
tate  will  not  be  required  if  the  appraisal 
report  in  the  file  is  not  over  2  years  old 
unless  the  approval  official  requests  a 
new  appraisal  report.  Any  changes  in 
the  value  of  real  or  chattel  security  will 
be  recorded,  dated  and  Initialed  by  the 
authorized  appraiser  on  the  appropriate 
appraisal  reports  in  the  file. 

(1)  Docket  preparation.  Refer  to  Ex¬ 
hibit  C  of  this  Subpart  for  Insured  Farm¬ 
er  Program  (IPP)  Processing  Guide. 

(1)  A  separate  Form  FmHA  440-1. 
“Request  for  Obligation  of  Funds.*’  will 
be  prepared  for  each  amoimt  of  the  total 
loan  which  is  at  a  different  interest  rate 
or  repayment  period  as  established  in 
accordance  with  paragraph  (e)  (1)  and 
(3) .  The  full  amoimt  of  the  loan  as  obli¬ 
gated  on  the  Form  FmHA  440-1  will  be 
be  rounded  to  the  nearest  $10.  Also,  on 
Form  FmHA  440-1  for  EM  loans  ap¬ 
proved  for  borrowers  presently  indebted 
for  an  EM  loan,  but  having  NEW  qualify¬ 
ing  losses  from  a  subsequent  major  or 
natural  disaster  for  which  a  Major  Dis¬ 
aster  Declaration  Number  (MDDN), 
Presidential  Emergency  Declaration 
Number  (PEDN),  SDDN,  or  SDAN  has 
been  assigned,  the  new  appropriate  dis¬ 
aster  designation  number  will  be  shown. 
This  number  will  be  \ised  for  all  subse¬ 
quent  EM  loans  approved  unless  the  bor¬ 
rower  has  new  qualifying  losses  from  a 
different  disaster  for  which  another  dis¬ 
aster  designation  niunber  has  been  as¬ 
signed. 

(2)  A  separate  promissory  note  will  be 
prepared  for  each  Form  FmHA  440-1 
used  in  obligating  the  total  amoimt  of 
the  EJM  loan.  Each  scheduled  installment 
will  include  interest  in  addition  to  prin¬ 
cipal  unless  deferment  of  princii^  is 
authorized  in  accordance  with  paragnu^ 
(e)  (4) .  The  first  installment  may  not  be 
less  than  the  amount  equal  to  Interest  cm 
the  loan  from  the  estimated  date  or  ac¬ 
tual  date  of  closing  to  installment  due 
date. 

(i)  Form  FmHA  441-1,  “Promissory 
Note,”  will  be  used  when  a  loan  is  sched¬ 
uled  for  paym^t  in  unequal  azmual  in¬ 
stallments,  or  within  one  full  crop  year 
after  loan  closing. 

(it)  Form  FmHA  440-16,  “Promissory 
Note,”  win  be  used  ^en  a  loan  is  sched¬ 
uled  for  payment  in  equal  annual  install¬ 
ments  of  three  years  or  more.  Also,  this 


note  may  be  used  whm  the  first  two  in¬ 
stallments  are  unequal  and  the  balance 
consists  of  equal  installments. 

(J)  Approval  and  cloeina.  Loans  will  be 
approved  in  accordance  with  the  authori¬ 
ties  and  provisions  contained  in  this  Sub¬ 
part  and  the  loan  iqiproval  conditions 
and  authorities  contained  in  Subpcurt  A 
of  Part  1901  of  this  Chapter.  R^er  to 
Subpart  C  of  Part  1921  of  this  Chapter 
and  9  1904.127  for  the  appropriate  in¬ 
structions  on  closing  loans.  Also  applica¬ 
tions  for  EM  loans  may  be  approved  after 
expiration  of  the  period  for  receiving 
such  applications  under  a  designation 
provid^  they  were  filed  in  the  County 
Office  before  the  termination  date  for 
receiving  applications  had  expired. 

4k>  Options,  planning  and  appraisals. 
Refer  to  Parts  1804  and  1809  of  this 
Chapter  (FmHA  Instructions  424.1  and 
422.1,  respectively)  for  the  appropriate 
instructions  dealing  with  options,  plan¬ 
ning  and  appraisals. 

(1)  Form  FmHA  431-2  and  Form 
FmHA  431-4,  “Business  Analysis — Non- 
agriculture  Enterprise,”  if  applicable, 
will  be  prepared  in  accordance  with  Sub¬ 
part  B  of  Part  1924  of  this  Chapter.  This 
planning  process  with  the  applicant  is 
essential  to  making  sound  loans  and, 
therefore,  must  receive  careful  attrition 
in  development  of  the  loan  docket. 

(2)  In  instances  where  real  estate  is 
taken  for  additional  security  (for  loans 
in  which  the  primary  security  is  subject 
to  rapid  depreciation  or  Is  of  a  high  risk 
nature,  such  as  crops)  no  appraisal  re¬ 
port  will  be  required  for  the  additional 
security.  For  loans  of  not  more  than 
$10,000,  an  appraisal  report  will  not  be 
completed.  In  both  instances  the  County 
Supervisor  will  determine  that  security 
is  adequate  and  record  his  estimate  of 
value  in  the  running  case  record. 

§§  190 1.171-1904.174  [Resened] 

§  1904.175  Operating  loans.. 

(a)  Program  objectives.  The  basic  ob¬ 
jective  of  an  operating -loan  is  to  pro¬ 
vide  the  credit  necessary  for  eligible 
family  farmers,  ranchers,  and  rural 
youths  to  conduct  successful  operations. 

(b)  Eligibility.  Insured  OL  eligibility 
requirements  will  be  the  same  as  are  pro¬ 
vided  in  1  1980.175  (b)  and  (c)  of  this 
Chapter  except  that  i  1980.175(c)  (3) 
(ill)  will  be  disregarded. 

(c)  Loan  purposes  and  limitations.  In¬ 
sured  OL  loan  purposes  and  limitations 
will  be  the  same  as  are  provided  in 
1  1980.175(d)  of  this  Chapter,  except 
that  in  1  1980.175(d)  (1)  (ix)  (D)  the 
cross-reference  to  $  1980.129  should  be 
disregarded  and  the  references  foimd 
in  i  1994.129  substituted  Instead.  In  ad¬ 
dition.  the  following  limitations  will 
apply: 

(1>  An  insured  loan  will  not  be  used  to 
supplement  a  guaranteed  loan. 

(2)  An  insured  loan  will  not  be  made 
to  refinance  a  guaranteed  loan,  except 
when  the  following  conditions  are  met: 

(1)  The  circumstances  resulting  in  the 
need  to  refinance  were  beyond  the  bor¬ 
rower’s  control. 

(il)  Refinancing  Is  to  the  best  interest 
of  the  Government  and  borrower. 


(ill)  The  State  Director  and  his  staff 
determine  that  the  objectives  of  the  loan 
can  be  accomplished  with  an  insured 
loan. 

(3)  FmHA  may  refinance  a  debt  in¬ 
curred  under  the  terms  of  a  formal  sub¬ 
ordination  agreement  even  though  the 
amount  advanced  may  exceed  the  bor¬ 
rower’s  equity  in  chattels  provided : 

(i)  The  borrower  will  not  receive  suf¬ 
ficient  income  to  repay  the  creditor,  and 
the  creditor  has  demanded  payment. 

(il)  The  borrower’s  inability  to  pay  the 
full  amount  Is  due  to  circumstances  be¬ 
yond  his  control  such  as  depressed  prices, 
accident,  illness,  pestilence,  or  catastro¬ 
phe. 

(ill)  The  creditor  Is  contacted  and  the 
need  for  refinancing  Is  documented  in 
the  County  Office  case  f<4der. 

(Iv)  The  borrower  Is  making  satisfac¬ 
tory  progress  under  prevailing  conditions 
in  looming  established  in  farming. 

(v)  An  appraisal  is  completed  on  Form 
FmHA  440-21  to  assist  in  evaluating  the 
borrower’s  present  financial  status. 

(d)  Rates  and  terms.  Refer  to  Part 
1801  of  this  Chapter  (FmHA  Instruction 
440.1)  for  the  applicable  interest  rate. 
Refer  to  S  1980.175(e)  (2)  (i),  (U),  (Ui) 
and  (V)  of  this  Chapter  for  ai^licable 
terms.  The  following  also  apply: 

(1)  Repayment  of  principal  may  be 
deferred  to  the  second  or  third  January 
1,  following  the  date  of  the  note. 

(2)  Advances  for  annual  recurring 
production  expenses  or  for  paying  bills 
Incmred  for  such  piuposes  for  the  crop 
year  being  financed  ordinarily  will  be 
scheduled  for  payment  on  the  first  Janu¬ 
ary  1  following  the  date  the  income  from 
the  year’s  (H>eratlons  would  be  received. 

(3)  The  County  Supervisor  may  use 
Form  BtaHA  440-9,  “Supplementary  Pay¬ 
ment  Agreement”  for  borrowers  who  re¬ 
ceive  substantial  income  from  which  pay¬ 
ment  is  to  be  made  before  their  install¬ 
ment  due  date. 

(e)  Security.  The  loan  must  be  secured 
by  a  first  lien  on  all  property  or  products 
acquired,  produced,  or  refinanced  with 
loan  funds  and  by  any  additional  secu¬ 
rity  needed  to  adequately  secure  the  loan. 
Such  additional  security  may  consist  of 
the  best  lien  obtainable  on  real  estate  or 
other  property.  In  Justifiable  cases  the 
loan  approval  official  may  require  a  co¬ 
signer  for  youth  loans. 

( 1 )  Exceptions.  A  lien  will  not  be  taken 
on: 

(1)  Property  that  cannot  be  made  sub¬ 
ject  to  a  valid  lien. 

(il)  Subsistence  livestock,  household 
goods,  small  tools  and  equipment. 

(2)  Relationship  with  other  lenders. 
The  Government’s  lien  may  be  subject 
only  to  the  lien  of  another  creditor  for 
amounts  advanced  or  to  be  advanced  for 
annual  operating  and  family  living  ex¬ 
penses  for  the  operating  or  crop  year. 
The  County  Supervls<»'  will  determine  If 
the  creditor  will  be  required  to  execute 
Form  FmHA  441-13,  “Division  of  Incimie 
and  Nondisturbance  Agreement,”  or  a 
similar  form  apiHt>ved  by  OGC. 

(3)  Title  held  by  a  contractor.  When 
title  to  a  livestock  crop  enterprise  is 
held  by  a  contractor  under  a  written  con¬ 
tract  or  the  enterprise  is  to  be  managed 
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by  the  appUceni  under  a  share  lease, 
or  share  aKreonent,  an  asalanment  of  all 
or  part  of  the  appUcaat%  share  of  the 
Income  will  be  taken.  The  form  used  to 
obtain  the  assignment  will  be  apinroyed 
byOGC. 

(4)  Assignment  on  income  in  VCC 
States,  an  aa8lg.nnicnt  on  livestock  or 
crop  Income  constitutes  a  security  agree¬ 
ment  on  Income.  The  share  lease,  share 
agreement  or  contract  will  be  described 
specifically  as  “Contract  Rlghts“  or 
“Contract  Rights  In  Livestock  or  Crops," 
(or  as  “Accounts"  or  “Accounts  in  Live¬ 
stock  or  Cr(^,“  if  required  by  a  State 
supplement),  and  so  forth,  in  paragraph 
Kb)  of  the  financing  statement. 

(5)  Feed  crop  lien.  A  lien  on  feed  crops 
does  not  have  to  be  taken  when  the  crops 
are  produced  by  the  borrower  and  are 
iised  to  feed  livestock  other  than  live¬ 
stock  being  fed  for  market  purposes  when 
the  loan  is  otherwise  reasonably  well  se¬ 
cured. 

(®)  Assignment  of  crop  insurance.  As¬ 
signment  of  all  or  a  part  of  Crap  insur¬ 
ance  proceeds  may  taken  to  protect 
FteHA’s  Interests. 

(1)  To  obtain  a  claim  on  Federal  ctx>p 
insurance  proceeds,  an  assignment  wlil 
be  prepared  on  Form  FCT-20,  “Ccrflateral 
Assignment,"  furnished  by  the  local  rep¬ 
resentative  of  the  Federal  Crop  Insur¬ 
ance  Program.  The  assignment  must  be 
approved  by  the  Federal  (Trop  Insurance 
Corporaticm. 

(U)  An  assignment  of  other  crop  in¬ 
surance  proceeds  is  not  required  when 
the  cn^  insurance  p<dicy  contains  a 
standard  mortgage  clause  naming  FmHA 
as  mortgagee  or  secured  party. 

(7)  Income  from  products  and  pro¬ 
gram  payments.  Assignments  and  Con¬ 
sents  relating  to  income  from  products 
and  program  payments  will  be  used  when 
necessary  to  protect  FmHA’s  interest  as 
follows: 

(1)  Form  FmHA  441-18,  “Consent  to 
Payment  of  Proceeds  from  Sale  of  Farm 
Products.”  For  products  or  income  ex¬ 
cept  dairy  products  in  which  FmHA  has 
a  security  interest  under  UCC. 

(ii)  Form  FmHA  441-8,  “Assignment 
of  Proceeds  from  the  Sale  of  Agricultural 
Products.”  For  products  or  Income  In 
which  FmHA  does  not  have  a  security 
Interest  under  JJCC.  Other  forms  ap¬ 
proved  by  OGC  may  be  used  when  this 
form  Is  not  adequate. 

(Hi)  Form  FmHA  441-25,  “Assignment 
of  Proceeds  from  the  Sale  ot  Dairy  Prod¬ 
ucts  and  Release  erf  Security  Interest." 
For  dsdry  products  in  which  FmHA  has 
a  security  interest  under  UCC. 

(Iv)  Assignment  of  incentive  and  agri¬ 
cultural  program  payments.  Forms  pro¬ 
vided  by  Agricultural  Stabilization  and 
Cons^rvatiem  Service. 

(8)  Real  estate.  In  individual  cases, 
the  loan  approval  official  may  recom¬ 
mend  to  the  State  Director  that  a  lien 
on  real  estate  be  taken  for  additional  se¬ 
curity.  Such  a  lien  will  be  taken  only 
when  the  chattel  security  is  not  adequate 
to  protect  FmHA  interests,  and  the  bor¬ 
rower  has  substantial  equity  In  the  real 
estate  to  be  mortgaged,  and  taking  such 


mortgage  will  not  prevent  making  an 
FmHA  real  estate  loan,  if  needed,  later. 
The  following  ttwaa  will  be  put  In  the 
case  record  before  taking  real  estate  for 
security: 

(I)  The  facts  Justifying  the  real  estate 
lien; 

(II)  An  estimate  of  the  present  market 
value  of  the  real  estate  to  be  mortimged: 

(ill)  A  list  of  any  existing  liens  on  such 
property  and  um>aid  balance  on  the 
debts  secured  by  such  existing  liens; 

(iv)  The  amount  of  the  applicant’s 
equity  in  the  real  estate  to  be  mortgaged; 

(V)  The  name  ot  the  title  holder  and 
the  manner  in  which  title  of  the  prop¬ 
erty  is  held.  (Title  evidence  is  not  re¬ 
quired)  ; 

(vi)  Each  real  estate  lien  taken  as  ad¬ 
ditional  security  for  FmHA  loans  will  be 
taken  on  Form  FmHA  427-1  (State). 

“Real  Estate  Mortgage  for _ 

unless  a  State  supplement  requires  the 
use  of  a  form  of  mortgage  comparable  to 
that  which  secines  the  existing  loan(8) 
to  be  additicmally  secured.  The  notes 
evidencing  the  FmHA  loans  for  which 
the  additional  security  will  be  taken  will 
be  described  in  the  same  mortgage. 

(9)  Fixtures.  An  item  is  generally  con¬ 
sidered  a  fixture  if  it  is  attached  to  a 
building  or  other  structure  or  to  land  In 
such  a  way  that  it  cannot  be  removed 
without  defacing  or  dismantling  the 
structure,  or  substantially  damaging  the 
item  itself.  When  determined  necessary 
by  (X3C,  a  State  supplement  will  be  is¬ 
sued  to  further  explain  the  taking  of  a 
security  interest  in  fixtures. 

(1)  A  security  Interest  taken  in  goods 
before  they  bec^e  fixtures  has  priority 
over  real  estate  interest  holders. 

(ii)  A  security  interest  taken  in  goods 
after  they  become  fixtures  is  valid 
against  all  persems  subsequently  acquir¬ 
ing  an  interest  in  the  real  estate.  How¬ 
ever,  it  is  not  valid  against  pers<ms  who 
had  an  interest  in  the  real  estate  when 
the  goods  become  fixtures,  unless  they 
execute  Form  FmHA  440-26,  “Consaat 
and  Subordination  Agreemmi,”  or  Form 
FmHA  440-6,  “Severance  Agre^ent." 

(10)  MUkbase  and  grazing  permits. 
The  advice  of  OQC  will  be  obtained  as 
to  how  to  perfect  a  security  interest 
when  these  items  are  finweed  or  other¬ 
wise  taken  as  security. 

(11)  Stock  in  cooperative  associations. 
Loans  cmly  for  the  acquisition  of  mem¬ 
berships  or  the  purchSM  of  stock  in  co- 
(H^erative  associations  may  be  made  on 
the  basis  of  the  borrower’s  promissory 
note  without  taking  security  except  as 
follows: 

(i)  An  assignment,  pledge,  or  other  se¬ 
curity  interest  in  stock  or  other  evidence 
of  membership  will  be  obtained  provided 
it  has  security  value.  Such  security  in¬ 
terest  also  may  be  taken  on  significant 
amounts  ot  dlyidends  to  be  received 
from  stock,  memberships,  or  patronage, 
OT  on  undivided  pet^ts  and  other  retaln- 
ages.  The  security  Interest  will  be  in  the 
form  of  an  assignm^t,  pledge,  or  other 
instrument  and  will  be  taken  oti  forms 
and  in  the  manner  approved  by  the  OOC. 
County  Offices  will  retain  water  stock 
certificates  and  similar  collateral.  A  no¬ 


tation  will  be  made  on  Form  FmHA  405-1 
showing  that  such  security  has  been  re¬ 
tained. 

(ii)  In  individual  cases,  loan  approval 
officials  may  require  a  lien  on  crops  or 
chattels  as  security  for  a  loan  made  for 
the  acquisition  of  a  membreship  or  stock 
if  they  determine  that  such  action  is  nec¬ 
essary  to  protect  the  interest  of  FmHA 
due  to  such  reaeems  as  the  amount  of  the 
advance  or  the  borrower’s  financial  sit¬ 
uation. 

(f)  Other  Considerations.  (1>  Appli¬ 
cants  wUl  be  advised  that  they  are  ex¬ 
pected  to  comply  with  any  iqM^licable 
special  laws  and  regulatimis. 

(2)  Applicants  receiving  loans  for  a 
nrnifarm  enterprise  will  be  advised  of  the 
possibilities  of  incurring  liability  and  en¬ 
couraged  to  obtain  public  liability  and 
property  damage  Insurance. 

(3)  FTnHA  employees  will  not  guaran¬ 
tee  repayment  of  advances  from  other 
credit  sources  personally  or  on  behalf  of 
applicants,  borrowers,  or  RnHA. 

(4)  Applicants  and  borrowers  will  be 
encouraged  to  supplement  operating 
loans  with  credit  from  other  credit 
sources  to  the  extent  economically  feas- 
ilrfe  and  in  accordance  with  sound  man¬ 
agement  practices.  ’Ihe  CTouniy  Super¬ 
visor  will  document  in  the  case  file  the 
reasons  why  the  applicant  is  not  obtain¬ 
ing  such  credit. 

(5)  Applicants  will  make  aoceptaUe 
tenure  arrangements.  Ordinarily,  the 
^plioant  will  obtain  a  satisfactory  writ¬ 
ten  lease  and  a  copy  will  be  filed  in  the 
County  Office  case  file. 

(6)  Borrowers  will  receive  assistance  to 
achieve  the  objectives  of  tiie  loan  and 
to  protect  PTnHA’s  interests.  Such  as¬ 
sistance  consists  of  irfanning,  record¬ 
keeping,  and  analysis  and  will  be  imo- 
vided  in  accordance  with  Submrt  B 
of  Part  1924  of  this  Chapter. 

(7)  Veterans,  as  defined  in  Subpart  A 
of  Part  1801  of  this  Chapter  (FmHA  In¬ 
struction  410.1)  will  be  given  preference 
over  nonveterans.  When  availatrfe  funds 
are  inadequate  to  meet  tiie  needs  of  all 
applicants,  iM;>plloations  from  veterans 
will  be  process^  first. 

(g)  Docket  preparation.  Refer  to  Ex¬ 
hibit  C  of  this  Subpart  for  IFF  Process¬ 
ing  Guide. 

(h)  Approval  and  closing.  (1)  The 
loan  approval  official’s  approval  author¬ 
ity  stated  in  Subpart  A  of  Part  1901  of 
this  Chapter  is  subject  to  the  total 
principal  balance  of  the  proposed  oper¬ 
ating  loan  and  any  outstanding  operat¬ 
ing  loans. 

(2)  Refer  to  aubpart  C  of  Part  1921 
for  loan  closing  instructions. 

(I)  Subsequent  loans.  Subsequent  loans 
wfll  be  processed  and  closed  in  the  same 
manner  as  Initial  operating  loans. 

(J)  Appraisals.  An  i^jpraisal  on  Form 
FmHA  440-21  will  be  required  to  deter¬ 
mine  the  market  value  of  security  prop¬ 
erty  and  the  borrower’s  equity  postUon 
in  the  following  Instances: 

(1)  When  an  0(L  loan  k  made  for  re- 
finaxudng  purposes. 

(2)  When  an  OL  loan  Is  made  for  real 
estate  purposes. 
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(3)  When  the  County  Stqiervteor  de¬ 
termines  It  Is  necessary  to  assist  In  eval¬ 
uating  the  bonmwer’s  flnanotal  status. 

S§  1904.176-1904.179  [RMerved] 

I  1904.180  Individual  Farm  Ownership 

.  (FO),  SoU  and  Water  (SW)  and 

Recreation  (RL)  loans. 

(a)  Program  oibiectives.  ITie  basic  ob¬ 
jectives  of  the  FmHA  In  making  PO. 
SW.  and  RL  loans  are: 

(1)  For  FO  loans.  To  assist  eligible 
farmers  and  ranchers  to  become  owner- 
operators  of  not  larger  than  family 
fckrms. 

(2)  For  SW  loans.  To  encourage  bet¬ 
ter  conservation  and  use  of  soil  and  wa¬ 
ter  resources  on  farms,  and  ranches. 

(3)  For  R  loans.  To  assist  eligible  own¬ 
ers  or  tenants  to  convert  all  or  a  portion 
of  their  farms  or  ranches  to  outdoor  in¬ 
come-producing  recreation  enterprises. 

(b)  Eligibility.  The  eligibility  require¬ 
ments  fCH*  insured  FO,  SW,  and  RL  loans 
will  be  the  same  as  provided  in  f  1980.180 
(b)  of  this  Chapter. 

(c)  Loan  purposes  and  limitations.  (1) 
The  loan  purposes  for  insured  PO,  SW. 
and  RL  loans  will  be  the  same  as  set  fcMrth 
In  i  1980.180(c)  of  this  Cihapter  except 
that: 

(1)  In  S  1980.180(c)  the  cross-refer¬ 
ence  to  1  1980.129  should  be  disregarded 
and  the  references  found  in  S  1904.129 
substituted  instead. 

(il)  In  §  1980.180(c)  (4)(iv)  and  (5). 
the  word  “lender"  should  be  read  to 
mean  “PinHA”. 

(ill)  In  S  1980.180(c)  (6),  disregard  the 
phrase  “and  loan  fees  as  authorized  in 
i  1980.22  of  this  Chapter." 

(Iv)  S  1980.80(c)  (7)  should  be  disre¬ 
garded. 

(2)  In  addition,  the  following  Umita- 
tlcms  wl^  apply: 

(1)  An  insured  loan  will  not  be  used 
to  sujHilement  a  guaranteed  loan. 

(ii)  An  Insured  loan  will  not  be  made 
to  refinance  a  guaranteed  loan,  except 
when  the  following  conditions  are  met: 

(A)  The  circumstances  resulting  in  the 
need  to  refinance  were  beyond  the  bor¬ 
rower’s  controL 

(B)  Refinancing  is  to  the  best  interest 
of  the  Qovemmmt  and  borrower. 

(C)  The  State  Director  and  his  staff 
determine  that  the  objectives  of  the  loan 
can  be  accomplished  with  an  insiu'ed 
loan. 

(3)  For  FO,  SW.  and  RL  loans.  The 
combined  total  of  individual  farm  real 
estate  loans  to  a  borrower  cannot  ex¬ 
ceed  $100,000,  the  market  value  of  the 
farm  and  any  other  security,  or  the 
amount  certified  by  the  County  Commit¬ 
tee,  whichever  is  less.  The  maximum  debt 
(impaid  principal  and  past  due  interest) 
against  the  security  will  not  exceed  $225,- 
000  or  the  market  value  of  the  security, 
whichever  is  less.  Debts  against  other 
real  estate  an  applicant  owns  or  against 
real  estate  in  which  he  has  an  imdivlded 
interest  are  not  Included  in  the  $225,000 
debt  limitation  unless  the  property  will 
be  security  tor  the  loan. 

(4)  For  SW  loans  only.  Exhibit  F  of 
this  Sulvart  prescribes  the  procedure 


and  auUuMlty  fm:  making  Bureau  of  Rec¬ 
lamation  loans  to  irrigatcHv. 

(d)  Rates  and  terms.  (1)  For  FO,  SW, 
and  RL  loans.  Ihe  Interest  rate  is  5  per¬ 
cent. 

(2)  For  FO.  SW.  and  RL  loans.  Each 
loan  will  be  scheduled  for  repayment  over 
a  period  not  to  exceed  40  years  from  the 
date  of  the  note  or  such  shorter  period 
as  may  be  necessary  to  assure  that  the 
loan  will  be  adequately  secured,  taking 
into  accoimt  the  probable  depreciation 
of  the  security.  The  following  exceptions 
will  also  be  followed : 

(1)  An  FO  loan  of  $5,000  or  less  that  is 
not  secured  by  real  estate  will  be  sched¬ 
uled  tor  payment  in  10  years  or  less  from 
the  date  of  the  note. 

(ii)  An  SW  loan  not  secured  by  real 
estate  or  leasehold  will  be  scheduled  for 
payment  in  20  years  or  less  from  the  date 
of  the  note. 

(iii)  The  initial  principal  payment  may 
be  deferred  imtil  the  end  of  the  second 
full  crop  year  from  the  date  of  the  loan. 
Such  payments  may  be  deferred  only 
whm  the  Form  FmHA  431-2,  covering 
the  first  full  cixh)  year  indicates  that 
there  is  not  sufficient  income  to  meet  a 
regular  annual  installm^t  oh  the  loan 
after  operating,  family  living,  and  other 
essentisd  expenses  are  paid  during  the 
first  or  first  and  second  full  crop  years. 
Further,  in  the  judgment  of  the  loan  ap¬ 
proval  official,  there  must  be  adequate 
evidence  that  income  in  subsequent  yecu^ 
will  be  sufficient  to  meet  the  require¬ 
ments  of  the  loan.  Deferred  pa3rment8 
should  not  be  used  to  permit  the  ac¬ 
celerated  repayment  of  other  debts  or  to 
purchase  an  usually  large  amount  of 
capital  goods.  Deferment  will  be  justified 
only  when  adequate  returns  will  be  de¬ 
layed  (HI  two  fiffi  cr(H3  years  and: 

(A)  A  substantial  re<H'ganizati(Hi  of  the 
farming  system  and  any  ncHifarm  enter¬ 
prise  is  being  made:  or 

(B)  A  new  system  of  farming  or  non- 
farm  enterprise  is  being  established  that 
will  require  substantial  immrovements, 
siKh  as  land  (bearing,  draining,  leveling. 
Irrigating,  basic  fertilizing,  seeing, 
other  land  development,  soil  improve¬ 
ment,  and  development  of  extensive  n<m- 
farm  facilities. 

(Iv)  When  an  RH  loan  is  made  with 
an  FO  loan,  interest  credit  may  be  ap¬ 
plicable  to  the  RH  loan.  Refer  to  Sub¬ 
part  A  of  Part  1822  of  this  Chapter  (Pm 
HA  Instruction  444.1) . 

(e)  Security.  (1)  For  FO,  SW.  and  RL 
loans.  FO  loans  will  generally  be  secured 
by  real  estate  (nUy,  except  in  Texas  n<m- 
real  estate  secmity  may  be  used  due  to 
imusual  homestead  laws.  RL  and  SW 
loans  will  generally  be  secured  by  real 
estate  except  as  provided  in  paragraph 
(e)  (2)  of  this  section.  When  real  estate 
is  taken  as  security  for  a  loan  the  follow¬ 
ing  requirements  will  be  met: 

(1)  A  mortgage  on  the  entire  farm 
owned  by  the  applicant  will  be  obtained 
except  if  the  applicant’s  title  to  any  part 
of  the  farm  Is  defective  and  cannot  be 
cured  at  a  reasonable  cost,  or  if  State 
law  will  not  recognize  a  mortgage  upon 
it.  Ihe  part  of  the  farm  to  which 
title  is  defective  will  be  (xnitted  fnnn  the 


appraisal.  The  maximum  amoimt  of 
loan  funds  which  can  be  used  to  improve 
property  which  has  a  defective  title  or 
pixmerty  not  owned  by  the  applicant  is 
$5,000. 

(ii)  Except  as  stated  in  S  1980.180(c) 
(2)  of  this  Chapter,  if  the  applicant 
owns  other  real  estate  which  is  not  a 
part  of  the  farm,  he  will  normally  be  re¬ 
quired  to  dispose  of  the  property  before 
(H*  simultaneously  with  the  closing  of  the 
locm.  If  this  is  not  feasible  Uie  loan  can 
still  be  closed  if  the  applicant  agrees  to 
dispose  of  the  property  as  (itiickly  as  pos¬ 
sible  but  not  later  than  2  years  after 
locm  closing.  Fcxm  PmHA  443-17, 
“Agreement  to  Sell  Nonessential  Reel 
Estate,"  will  be  executed  at  l(xm  closing 
when  this  is  the  case.  The  security  in¬ 
strument  will  not  include  real  estate  that 
is  to  be  s(d(L  The  FmHA  State  Director 
may  permit  an  applicant  to  retain  real 
estate  that  is  not  a  part  of  the  farm 
whoi  any  of  the  following  ccmditicHis 
exist: 

(A)  The  real  estate  provides  employ¬ 
ment  or  income  which  together  with 
farm  inccnne  is  essential  to  the  i4>Pli- 
cant’s  success. 

(B)  The  real  estate  is  the  applicant’s 
residence. 

.  (C)  A  sale  of  the  property  would  not 
materiaUy  reduce  the  applicant’s  need 
for  a  real  estate  locm  or  for  (H)erating 
credit;  and  provided  further,  in  the 
case  of  an  FO  locm,  retention  of  the 
real  estate  will  not  allow  the  bcMTOwer 
to  operate  larger  than  a  family  farm 
or  own  a  farm  for  rental  purposes. 

(2)  For  SW  and  RL  loans.  Any  knui 
of  mcHe  than  $60,000  and  any  locm  to 
be  pcdd  in  m(H«  than  20  years  fnnn 
the  date  of  the  note  will  be  secured  by 
a  mortgage  (Hi  the  ^>i^icant’s  entire 
farm  or  leasehold  unl^  an  exception 
is  made  in  accordance  with  paragraph 
(e)(1)  (i)  and  (ii).  of  this  secticHi.  A 
l(Km  of  less  than  $60,000,  to  be  paid  in 
20  years  or  less  may  be  secured  by  any 
ccHnbination  of  real  estate,  chattels  or 
other  miscellaneous  security  that  can¬ 
not  be  ccmverted  to  cash  without  je(H>- 
ardizing  the  borrower’s  farming  opera¬ 
tions  or  means  of  livelihood.  A  chattel 
li«i  need  not  be  taken  when  real  estate 
is  taken  as  seciuity  and  such  security 
is  adequate.  When  other  than  real  es¬ 
tate  is.  taken  as  security  the  following 
c(Hiditions  and  requiremoits  will  be  met: 

(i)  Whenever  both  real  estate  and 
chattel  security  are  taken  and  the  pay¬ 
ment  period  of  the  loan  will  exceed  the 
maximum  life  of  the  chattel  security, 
the  loan  approval  official  will  determine 
whether  the  real  estate  security  will  be 
adequate  to  secure  the  scheduled  unpaid 
balance  of  the  loan  when  the  chattel 
security  fully  depreciates. 

(ii)  When  the  loan  includes  funds  fcH* 
items  of  equipment  up<Hi  which  a  chat¬ 
tel  lien  is  necessary  to  adequately  se¬ 
cure  the  loan,  a  severance  or  subordina¬ 
tion  agreement  will  be  obtained  when 
appr(H>riate. 

(iii)  In  a  State  in  which  a  chattel 
lien  is  not  valid  for  as  Icmg  as  needed 
by  applicants  for  the  repajrment  of  the 
loan,  instructions  tor  making  loans  se- 
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cured  by  chattel  liens  will  be  Included 
in  a  State  supplement. 

(iv)  Wh^  a  lien  on  equipment,  other 
personal  property,  or  a  fixture  is  nec- 
essar>'  to  adequately  secure  the  loan, 
it  will  be  taken  and  kept  effective  as 
outlined  in  Subpart  A  of  Part  1930  of 
this  Chapter. 

(v>  When  a  loan  is  made  only  for  the 
purchase  of  shares  of  water  stock,  such 
stock  will  be  pledged  or  assigned  as  se¬ 
curity  for  the  loans  and  wiU  be  retained 
in  the  County  Office.  A  notation  will  be 
made  on  Form  PmHA  405-1  showing 
tliat  such  security  has  been  retained.  No 
other  security  is  required  if  the  stock 
represents  the  right  to  receive  water 
for  irrigation  purposes  and  if  the  water 
right  is  transferable  separately  from 
the  land  and  the  stock  can  be  resold 
readily  by  the  pledgee  or  assignee,  or 
if  the  purchase  price  is  not  greater  than 
the  price  at  which  the  stock  in  the  par¬ 
ticular  company  is  normally  sold. 

(Vi)  A  lien  will  be  taken  on  the 
rights-of-way  and  easements  owned  or 
acquired  by  the  borrower  for  use  in 
connection  with  the  pressed  improve¬ 
ments  or  facility  if  it  is  necessary  to  do 
so  in  order  to  protect  adequately  the 
Government’s  financial  or  security  in¬ 
terests. 

(vii)  A  loan  may  be  secured  by 
a  mortgage  on  a  leasehold  if  it  has  ne¬ 
gotiable  value  that  is  mortgageable.  The 
mortgage  on  the  leasehold  may  be  sup¬ 
plemented  by  additional  security.  The 
unexpired  term  of  the  lease  should  ex¬ 
tend  beyond  the  repayment  period  of  the 
loan  to  provide  reascmable  prospects  that 
the  objectives  of  the  loan  will  be 
achieved.  If  the  loan  rei>ayment  period  is 
equal  to  the  period  covered  by  the  lease, 
the  borrower  must  give  other  security  of 
sufficient  value  to  adequately  secure  the 
loan  or  the  lessor  must  agree  in  writing 
to  compensate  the  borrower  at  the  ex- 
piratiem  of  the  lease,  or  if  the  lease  is 
terminated,  for  any  unexhausted  value 
of  the  improvements  made  with  the  loan. 
Loans  secured  by  leaseholds  will  be  sub¬ 
ject  to  the  following  provisions : 

(A)  The  lessor  must  own  good  and 
marketable  title  in  the  real  estate.  Thece 
may  be  a  lien  on  it  or  the  lesscM*  may  be 
acquiring  it  under  cwitract  providing 
the  lien  instnunents  or  contract  do  not 
contain  covenants  that  may  jec^ardize 
the  Government’s  security,  or  providing 
any  adveree  covenants  are  waived. 

«B)  The  lessOT’s  consent  to  the  mort¬ 
gage  will  be  acquired. 

(C)  The  lessor  must  be  required  to 
give  advance  notice  to  the  PmHA  of  his 
intention  to  cancel,  terminate  or  fore¬ 
close  upon  the  lease.  Such  advance  notice 
will  be  long  enough  to  permit  the  PmHA 
to  ascertain  the  amount  of  delinquencies, 
the  total  amount  of  the  lessor’s  Interest 
and  any  other  prior  interest,  the  market 
value  of  the  leasehold  interest  and,  if 
litigation  is  involved,  time  enough  to 
refer  the  case  to  CX3C  and  to  permit 
Fm^  to  take  appropriate  action. 

(b)  In  any  State  in  which  real  estate 
or  chattel  liens  may  be  taken  on  lease¬ 
hold  interest  in  farmland  and  recorded 
so  as  to  protect  the  mortgagee,  a  State 


sum>lement  will  be  Issued  in  regard  to 
making  loans  to  holders  of  such  interests. 

(S)  For  SW  loans  only.  When  a  loan 
is  made  to  a  corporation,  the  note  and 
mortgage  will  be  executed  by  the  m?- 
propriate  officials  on  behalf  of  the  corpo- 
ratirni.  The  loan  approval  official  may 
require  principal  stockhedders  to  be 
personally  liable  for  the  debt  when 
needed  to  protect  the  Government’s  in¬ 
terest.  Each  principal  stockholder  will 
sign  the  note  as  an  individual  in  such 
cases. 

(4)  For  FO  loans  only,  (i)  A  loan  of 
more  than  $5,000  and  any  loan  to  be 
paid  in  more  than  10  years  from  the  date 
of  the  note  will  be  secured  by  a  mortgage 
on  the  applicant's  entire  farm,  except  as 
provided  in  paragraph  (e)  (1)  of  this  sec¬ 
tion. 

(ii)  A  loan  of  not  more  than  $5,000  to 
be  paid  in  less  than  10  years  from  the 
date  of  the  note  may  be  secured  by  real 
estate,  equipment,  livestock  or  other 
security  that  cannot  be  c(Miverted  to 
cash  without  Jeopardizing  the  borrower’s 
farming  operation  (»*  means  of  livelihood. 

(iii)  A  loan  of  not  m(H«  than  $5,000  to 
be  secured  by  real  estate  will  be  secured 
by  the  best  read  estate  lien  obtainable 
without  the  title  clearance  or  legal  serv¬ 
ices  required  in  Part  1807  of  this  Chapter 
(PmHA  Instrurtion  427.1),  provided  the 
County  Supervisor  believes  from  a  search 
of  the  county  records  that  the  applicant 
can  give  a  mortgage  on  his  fau-m.  How¬ 
ever,  the  requirements  of  Part  1807  of 
this  Chapter  will  be  adhered  to  when  the 
loan  is  toing  makde  simultameously  with 
that  of  another  lender  and  when  land 
is  to  be  purchaised. 

(iv)  Personal  property  security — FO. 
In  addition  to  the  requirement  set  forth 
in  subparaigraph  (e)  (4)  (ii)  of  this  sec¬ 
tion,  selected  items  of  pers(»ial  property 
may  be  taken  ais  security  if  such  a  lien 
will  not  interfere  with  the  applicant’s 
obtaining  needed  (^>erating  credit. 
Whenever  a  lien  is  taken  on  personad 
property  as  security  for  a  loan,  it  ordi¬ 
narily  will  be  a  first  lien.  Any  equipment, 
personal  property,  or  fixtures  purchased 
with  loan  funds  will  be  included  In  se¬ 
curity  instruments  for  the  loan. 

(5)  Junior  liens.  A  junior  mortgage 
may  be  taken  ais  security  for  a  loan  un¬ 
der  the  following  circumstances: 

(i)  A  junior  mortgaige  may  be  taken 
as  security  if  the  prior  lien(s)  do  not 
contain  provisions  for  future  advances, 
summai-y  forfeiture,  cancellation,  or 
other  provisions  that  may  jeopardize  the 
Government’s  security  position  or  the 
boiTower’s  ability  to  repay  the  loan  such 
ais  payment  schedules  involving  install¬ 
ments  that  the  borrower  cannot  pay  in 
am  orderly  manner.  However,  if  such 
provisions  of  the  prior  mortgage(s)  or 
lien(s)  are  satisfaictorily  limited,  modi¬ 
fied,  waived,  or  subordinated,  then  the 
taking  of  a  jimior  mortgage  as  security 
is  permissible,  provided: 

(A)  Agreements  with  prior  lienhold¬ 
ers  regairding  enforcement  of  objection¬ 
able  provisions  of  their  liens,  or  giving 
notice  of  foreclosure  or  aissignment  of 
their  liens  or  both,  will  be  obtained  in 
accordance  w'ith  Part  1807  of  this  Chap¬ 


ter  (RnHA  Instruction  427.1),  except  as 
m(xllfied  by  the  “Memorandum  of  Un¬ 
derstanding — PmHA-PCA,"  Exhibit  E  of 
this  Subpau-t. 

(B)  Ihe  applicaint  will  be  required  to 
furnish  the  County  Sup«wisor  a  c(H>y 
of  each  mortgage  held  by  the  prior  lien- 
holder(8)  and,  if  avallaU)le,  a  copy  of 
the  note  or^other  obligation  before  the 
docket  is  assembled,  so  a  proper  deter¬ 
mination  cam  be  made  bs  to  whether  it 
should  be  refinamced.  In  addition,  the 
County  Bupervlsor  will  be  furnished  a 
current  statement  from  the  mortgagee 
showing: 

(1)  The  aunount  of  impaid  principal 
secured  by  the  mortgage!  s) , 

(2)  The  aunount  of  amy  accrued  in¬ 
terest, 

(3)  Whether  the  account(s)  is  cur¬ 
rent  or  the  amount  of  amy  delinquency 
with  principed  amd  interest  shown  sepa¬ 
rately,  amd 

(4)  If  a  copy  of  the  note(s)  is  not 
provided,  its  maturity  date  repayment 
schedule,  interest  rate,  amd  a  summary  of 
amy  other  provisions  of  the  note.  This 
information  will  be  included  in  the 
dccket  for  the  information  of  the  loan 
approval  officiad.  Any  cost  incidentad  to 
obtaining  the  information  will  be  paid 
by  the  applicamt. 

(ii)  When  junior  liens  au%  taken  ais  a 
result  of  a  loan  maule  simultameously 
with  other  lenders  the  following  cemdi- 
tions  will  apply: 

(A)  The  “Memorandum  of  Under¬ 
standing — PmHA — PCA,"  Exhibit  E  of 
this  Subpart,  will  serve  as  a  guide  in 
piocessing  loams  to  be  maide  simultane¬ 
ously  with  loans  by  Federal  Land  Banks 
(FLB)  to  common  applicants.  The  State 
Director  may  work  out  agreements  for 
simultaneous  loans  by  long-term  lenders 
other  than  Federal  Lamd  Banks  for 
eligible  loan  purposes.  Such  an  agree¬ 
ment  should  pndiibit  future  auivances  by 
the  first  mortgage  holder  except  for 
taxes,  property  insurance,  reaisonable 
maintenance  expenditures,  and  reaison¬ 
able  foreclosure  costs,  but  should  not 
prohibit  subsequent  PmHA  loans.  It 
should  also  cover  items  such  as  appraisal 
methods,  title  clearance,  loam  closing,  the 
disbursement  of  funds,  amd,  when  ap¬ 
propriate,  advance  notices  of  foreclosure. 
It  may  also  (xiver  otlier  items  considered 
necessary  or  auivisable  for  a  sound  PmHA 
second  mortgage  loan. 

(B)  The  Comity  Supervisor  and  the 
l(x;al  representative  of  another  lender 
should  maintain  a  close  relationship  in 
pnx;essing  loans  to  mutual  applicants  or 
borrowers.  A  realistic  determination 
must  be  made  of  the  extent  to  which 
PmHA  and  the  other  lender  can  assist 
the  applicant  or  borrower  before  either 
lender  niakes  a  firm  commitment  on  the 
assistance  that  can  be  given.  The  follow¬ 
ing  determinations  must  be  made  before 
the  County  Supervisor  and  representa¬ 
tive  of  the  other  lender  are  able  to  de¬ 
termine  the  amount  of  each  loan:  eligi¬ 
bility,  applicant’s  total  real  estate  needs, 
market  value  of  the  property,  and  the 
applicant’s  ability  to  pay  his  total  obli¬ 
gations. 

(C)  When  an  initial  loan  is  made  at 
the  same  time  as  a  loan  from  another 
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lender,  that  lender’s  lien  will  have  pri¬ 
ority  over  the  FmHA  lien  unless  other¬ 
wise  agreed  upon.  The  lender's  priority 
of  lien  can  cover  the  following  In  addi¬ 
tion  to  principal  and  Interest;  advances 
for  payment  of  taxes,  property  Insur¬ 
ance,  reasonable  maintenance  to  protect 
his  Interest,  and  reasonable  foreclosure 
costs  Including  attorney’s  fees. 

(6)  Mineral  rights.  Borrowers  should 
obtain,  to  the  extent  practicable,  all  the 
mineral  rights  In  any  land  being  ac¬ 
quired.  If  It  Is  questionable  whether  a 
sound  loan  can  be  made  on  property 
when  all  or  port  of  the  mineral  rights 
are  held  by  a  third  party,  the  County 
Supervisor  will  obtain  the  advice  of  the 
State  Director  before  proceeding  with 
development  of  the  loan. 

(7)  Miscellaneous  security  items.  Or¬ 
dinarily,  the  applicant’s  farm  Is  consid¬ 
ered  to  Include  the  land,  buildings, 
fences,  water,  water  stock,  water  facili¬ 
ties,  and  any  other  improvements  and 
easements,  rlghts-of-way,  or  other  ap¬ 
purtenances  which  by  custom  pass  with 
farms  In  the  change  of  ownership.  How¬ 
ever,  In  some  Instances  certain  improve¬ 
ment  Items  or  facilities  which  usually 
pass  with  the  farm  In  a  change  of  owner¬ 
ship  are  considered  personal  property 
and  would  not  be  conveyed  to  the  pur¬ 
chaser.  In  other  instances  Items  not  gen¬ 
erally  considered  to  be  a  part  of  the  real 
estate  pass  with  the  farm  In  a  change  of 
ownership.  When  the  loan  approval  of¬ 
ficial  determines  the  Items  Involved  are 
a  part  of  the  farm  and  necessary  for  Its 
efficient  operation,  funds  may  be  In¬ 
cluded  In  the  FO  loan  to  purchase  such 
Items.  The  County  Supervisor,  with  the 
advice  of  the  designated  attorney,  title 
Insurance  company,  or  the  OOC,  will  as¬ 
certain  that  such  items  are  free  from  any 
ll«:is  or  encumbrances  and  are  specifi- 
caUy  Included  in  the  proper  security  In¬ 
strument  Memberships  In  cooperative 
organizations  purchas^  with  loan  funds 
will  be  assigned  to  the  IboHA  in  a  form 
acceptable  to  OOC. 

(8)  FO  loans  to  Indians  secured  by 
trust  or  restricted  land.  The  Department 
of  Agriculture  and  the  Department  of  the 
Interior  have  mutually  agreed  that 
FtaHA  loans  which  are  to  be  secured 
by  real  estate  liens  may  be  made  to 
Indians  holding  land  In  severalty  imder 
trust  patents  or  deeds  containing  re¬ 
strictions  against  alienatlcm  subject  to 
statutes  under  which  they  may,  with  the 
approval  of  the  Secretary  of  the  Interior, 
give  mortgages  on  their  land  which  are 
valid  and  enforceable.  Land  In  tn^t  or 
restricted  status  purchased  with  RnHA 
loan  funds  may  be  acquired  and  held  by 
the  Indian  In  trust  or  restricted  status. 

(I)  When  a  lien  is  to  be  taken  on  trust 
or  restricted  property  In  connection  with 
a  loan,  the  BIA  will  furnish  requested 
information  about  the  property  and  each 
an>llcant. 

(II)  The  FmHA  State  Director  should 
arrange  with  the  appropriate  BIA  official 
as  to  the  manner  in  which  the  Infor¬ 
mation  will  be  requested  and  furnished. 
A  State  supplement  will  be  Issued  to 
prescribe  the  actions  to  be  taken  by 
FTuHA  personnel  to  Implement  the  mak¬ 
ing  of  loans  under  such  ccmditlons. 


RULES  AND  REGULATIONS 

(f)  Other  considerations. — (1)  For 
FO,  RL.  and  SW  loans.  (1)  It  will  be 
the  responsibility  of  the  State  Director 
to  determine  If  there  are  any  areas  in 
the  State  where  the  dcvelwment  of 
ground  water  for  Irrigation  or  recrea¬ 
tional  purposes,  or  the  drainage  of  farm¬ 
land  is  not  recommended.  A  State  sup¬ 
plement  will  be  issued  specifying  the 
area  In  which  available  information  in¬ 
dicates  that  the  further  develc^xnent  of 
ground  water  or  drainage  is  not  advis¬ 
able  without  a  further  analysis  of  per¬ 
tinent  economic  and  physical  data.  If 
such  areas  exist,  the  State  supplement 
will  limit  the  making  of  loans  within  the 
areas  to  the  repair  or  rehabilitation  of 
existing  irrigation  facilities  which  will 
not  result  in  the  development  of  addl- 
ti(mal  ground  water  in  excess  of  the 
amount  previously  used,  or  contain  such 
other  restrictions  as  the  State  Director 
determines  to  be  necessary. 

(11)  When  the  soundness  of  the  loan 
depends  on  income  from  the  farm  and 
other  sources,  the  Coimty  Supervisor 
must  determine  that  all  of  the  sources 
of  the  applicant’s  Income  will  likely  be 
available  to  him  on  a  continuing  basis. 

(ill)  Income  from  nonfarm  enterprises 
is  considered  to  be  “other  income’’  rather 
than  farm  income.  Form  FmHA  431-2 
will  have  sufficient  Information  attached 
to  determine  Uie  feasibility  and  sound¬ 
ness  of  the  applicant’s  request  for  PTnHA 
assistance  in  conducting  nonfarm  en¬ 
terprises  in  conjunction  with  his  farm 
operation.  Such  Information  will  Indi¬ 
cate  whether  the  enterprise  provides 
sufficient  income  to  meet  its  operating 
expenses.  dein«ciatlon.  proportlcmate 
share  of  the  debt,  and  makes  a  rea8<Hi- 
able  contribution  to  the  family’s  income. 

(Iv)  Form  FmHA  448-9  should  be  used 
for  each  ai^licant  who  regularly  (such 
as  weekly,  monthly,  or  quarterly)  re¬ 
ceives  substantial  income  from  off-farm 
source  or  from  a  nonfarm  enterprise. 

(V)  Applicants  receiving  loans  for  n<m- 
farm  enterprises  will  be  advised  of  the 
possibilities  of  incurring  liability  and  en¬ 
couraged  to  obtain  public  liability  and 
property  damage  insurance. 

(2)  For  FO  loans.  (1)  When  construc¬ 
tion  of  a  dwelling  is  planned  and  an  ap¬ 
plicant  is  eligible  for  an  RH  locm.  an  RH 
loan  will  be  processed  simultaneously 
with  the  FO  docket.  DwdUlngs  will  meet 
the  requirementB  for  RH  loans  required 
in  Subpart  A  of  Part  1822  of  this  Chap¬ 
ter  (FmHA  Instruction  444.1),  except 
that  consideration  may  be  given  to  addi¬ 
tional  space  requirements  for  facilities 
used  for  food  preparation  and  storage, 
vehicle  storage,  laimdry  and  <ffBce  space, 
the  size  and  cost  of  which  will  not  ex¬ 
ceed  that  owned  by  typical  family  farm¬ 
ers  in  the  area. 

(ii)  If  a  farm  is  situated  in  more  than 
one  State,  county,  parish,  or  locality,  the 
loan  will  be  processed  and  serviced  in  the 
State,  county,  parish,  or  locality  in  which 
the  borrower’s  residence  on  Uie  farm  is 
located.  However,  if  the  borrower’s  resi¬ 
dence  is  not  part  of  his  farm,  the  FO 
loan  will  be  serviced  by  the  Oounty  Office 
serving  the  county  in  which  the  farm  or 
a  majm*  portion  of  the  farm  is  located 
imless  otherwise  approved  by  the  State 
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Office  because  of  transportation  diffi¬ 
culties  for  PteHA  employees. 

(3)  For  SW  loans.  (1)  When  the  con¬ 
struction.  repair,  or  use  of  a  facility  best 
can  be  accomplished  through  Joint 
ownership  by  several  individuals,  a  loan 
may  be  made  to  an  individual  applicant 
to  participate  in  the  Joint  ownership  of 
the  facility.  Such  a  Jointly-owned  fa¬ 
cility  will  be  referred  to  as  "group  serv¬ 
ice."  and  will  be  limited  to  not  more  than 
20  individuals,  unless  a  larger  group  is 
authorized  by  the  Administrator. 

(11)  An  operating  agreement  will  be 
prepared  which  will  outline  the  decisions 
of  the  group  regarding  the  condltkms  of 
the  ownership  and  use  of  the  facility,  the 
rights  and  responsibilities  of  the  users. 
A  simple  written  agreement  usually  will 
be  sufficient;  however,  if  the  group  serv¬ 
ice  involves  a  complex  operation  an 
agre«nent  similar  to  the  “Operating 
Agreement’’  attached  as  Exhibit  B  may 
be  used.  Group  service  loans  will  be  sub¬ 
ject  to  the  same  general  policies  as  other 
loans  to  individuals,  except  that; 

(A)  If  a  lien  is  taken  on  any  group 
service  borrower’s  real  estate,  and  the 
Jointly-owned  facility  is  an  essential  pent 
of  his  farm  whether  or  not  i^sically 
located  on  the  farm,  Uie  lien  taken  will 
also  cover  such  bCHTower’s  undivided  in¬ 
terest  in  the  facility. 

(B)  Borrowers  who  obtain  loans  to  par¬ 
ticipate  in  a  group  service  which  in- 
v(dves  acqiiisiticxi  of  chattel  property  will 
secure  their  respective  loans  in  accord¬ 
ance  with  the  policies  lUHHlcable  to  se¬ 
curing  SW  loans  to  individuals.  If  an  in¬ 
dividual  loan  cannot  be  adequately  se¬ 
cured  without  taking  a  mortgage  on  the 
property  to  be  purchased,  a  first  mort¬ 
gage  executed  by  all  participants  in  the 
group  service  may  be  taken  on  the  pur¬ 
chased  property  as  additlcxial  seciirity. 

(g)  Docket  preparation.  Refer  to  Ex¬ 
hibit  C  of  this  Subpart  for  IFF  Process¬ 
ing  Guide. 

(1)  Loans  for  irrigation  purposes.  It  is 
useful  to  have  evidence  w  documentatlcm 
ot  the  ftdlowing  when  loan  funds  are 
used  for  irrigatimi  purposes; 

(1)  The  land  to  be  Irrigated  is  suitable 
for  irrigation. 

(ii)  The  applicant  has  a  right  to  use 
water  tor  irrigation. 

(ill)  The  water  is  suited  for  irrigation 
and  of  sufficient  quantity  for  the  amount 
of  land  to  be  irrigated. 

(Iv)  Feasibility  studies  prepared  by  ir¬ 
rigation  specialists  should  be  included. 

(2)  Other  loan  docket  items.  The  loan 
docket  will  also  include  title  evidence  or 
report  of  Hen  search,  if  available,  fore¬ 
closure  notice  agreement,  original  or 
certified  copy  of  deed,  purchase  contract 
or  other  instrument  of  ownership,  the 
running  case  record,  and  the  items  re¬ 
quired  in  i  1904.180(e)  (5)  (i).  When  the 
County  Supervisor  is  the  loan  approval 
<^cial,  he  may,  hi  lieu  of  including  the 
document  evidencing  ownership,  include 
a  statement  in  the  docket  Indicating  that 
he  has  seen  and  reviewed  the  document 
If  apifficable,  an  explanatioi  of  the  need 
for  refinancing  should  also  be  Included. 

(h)  Approval  and  closing.  Reter  to 
Part  1807  of  this  Chapt^  (FmHA  IP- 
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struction  427.1).  Subpart  A  of  Part  1901 
of  this  Chapter.  SubiMut  C  of  1921  at  this 
Chapter,  and  §  1904.127  for  the  ai^roprl- 
ate  instructions  for  loan  approval  and 
closing,  in  addition  to  the  following: 

( 1  >  Applicant’s  financial  condition. 
Tlie  County  Supervisor  will  review  with 
the  applicant  the  financial  statement 
which  was  prepared  at  the  time  the 
docket  was  developed.  If  there  have  been 
significant  changes  In  the  applicant’s 
financial  cmidition.  the  financial  state¬ 
ment  will  be  revised  and  Initialed  by  the 
applicant  and  the  Coimty  Supervisor. 
When  an  applicant’s  financial  condition 
has  changed  to  the  extent  that  it  appears 
that  the  loan  would  be  unsound  or  im¬ 
proper,  the  loan  will  not  be  closed. 

(2)  Change  in  use  of  funds  planned  for 
refinancing.  (1)  When  funds  are  included 
in  the  loan  to  refinance  debts,  the  County 
Supervisor  is  authorized  to  transfer 
funds  planned  for  refinancing  between 
debts,  provided  all  debts  for  which  loan 
funds  were  planned  are  paid  and  the 
amount  of  loan  funds  to  be  used  tor  re¬ 
financing  does  not  exceed  the  amount 
planned  for  such  purpose.  Nevertheless, 
the  County  Supervisor  is  authorized  to 
use  funds  planned  for  other  purposes  to 
pay  small  deficiencies  in  estimates  of  the 
amount  needed  for  refinancing,  if  he  de¬ 
termines  that  sufBcient  funds  will  remain 
available  to  complete  the  planned  farm 
development  or  land  purchase. 

(ii)  When  the  total  amount  of  debts 
planned  to  be  paid  have  increased  so  that 
they  cannot  met  within  the  authori¬ 
ties  in  the  above  paragraph  (h)  (2)  (i)  of 
this  section  or  the  applicant  desires  to 
transfer  fimds  to  pay  debts  for  which 
loan  funds  were  not  planned,  a  revised 
loan  docket  will  be  developed.  If  the 
County  Supervisor  is  not  authorized  to 
approve  the  loan,  it  will  be  submitted  to 
the  loan  approval  ofiBcial  for  reconsid¬ 
eration.  If  Form  PmHA  443-12,  “Farm 
Ownership  and  Individual  Soil  and 
Water  Fund  Analysis,”  has  been  revised 
and  the  loan  is  approved,  the  loan  ap¬ 
proval  official  will  send  a  copy  of  the 
revised  form  to  the  Finance  Office. 

(3)  Assignment  of  income  from  real 
estate  to  be  mortgaged.  Unless  otherwise 
authorized  by  the  State  Director  in  an 
individual  case,  income  to  be  received  by 
the  borrower  from  royalties,  leases,  or 
other  existing  agreements  imder  which 
the  value  of  the  real  estate  security  will 
be  depreciated  will  be  assigned  smd  dis¬ 
posed  of  in  accordance  with  Part  1871 
of  this  Chapter  (FmHA  Instruction 

465.1)  including  provisions  for  written 
consent  of  any  prior  lienholder.  Author¬ 
ization  may  be  given  by  the  State  Di¬ 
rector  to  refrain  from  taking  an  assign¬ 
ment  of  such  income  when  the  security 
is  otherwise  adequate,  pa3rment  of  the 
loan  is  reastmably  assured  from  other 
sources,  and  the  inccnne  has  already  been 
committed  for  other  purposes  or  must 
be  relied  on  by  the  applicant  for  essen¬ 
tial  living  or  operating  expenses.  When 
the  County  Supervisor  deems  it  advis¬ 
able,  assignments  also  may  be  taken  on 
all  or  a  portion  of  income  to  be  derived 
from  nondepleting  transactions  such  aa 
income  from  bonus  paymrats  or  annual 


delay  rentals  which  will  be  assigned  and 
disposed  of  in  accordance  with  Part  1871 
of  this  Chapter  (FmHA  Instructlcm 

465.1). 

(1)  For  assignment  of  income,  F(M*m 
FmHA  443-16  will  be  used,  except  that 
if  the  form  is  legally  inadequate  in  a 
particular  State  it  may  be  adapted  with 
the  approval  of  the  OC3C. 

(ii)  ’The  County  Supervisor,  upon  the 
advice  of  the  designated  attorney,  title 
insurance  company,  or  OOC,  as  appro¬ 
priate.  may  require  acknowledgment  and 
recordation  of  the  assignment.  Any  cost 
Incident  thereto  will  be  paid  by  the  bor¬ 
rower. 

(iii)  At  the  time  Form  PmHA  443-16 
is  executed,  appropriate  notations  will  be 
made  on  Form  FmHA  405-1  to  insure 
that  the  proceeds,  or  the  specified  por¬ 
tion  of  the  proceeds,  assigned  to  PmHA 
from  the  transactions  are  remitted  at 
the  proper  time. 

(4)  Obtaining  insurance.  Buildings  on 
the  property  which  are  to  be  taken  as 
security  for  the  loan  will  be  insured  in 
accordance  with  Subparts  A  and  B  of 
Part  1806  of  this  Chapter  (FmHA  In¬ 
structions  426.1  and  426 J,  respectively) . 

(i)  Subsequent  loans.  Subsequent  PO. 
RL,  and  SW  loans  are  made  and  closed 
in  the  same  manner  as  initial  FO,  RL, 
and  SW  loans,  except  as  follows: 

(1)  For  FO  and  SW  loans.  A  new  aq)- 
praisal  of  real  estate  will  be  required 
only  when  real  estate  is  taken  as  se¬ 
curity  and  one  or  more  of  the  following 
exists: 

(1)  Subsequent  loan  funds  will  be  used 
to  purchase  land  or  the  mortgage  will 
include  additional  land  that  is  not  pres¬ 
ently  covered  by  the  FhiHA  real  estate 
mortgage. 

(ii)  The  County  Supervisor  or  loan 
approval  official  requests  a  new  appraisal 
report. 

(iii)  The  latest  appraisal  report  on  the 
farm  is  over  2  years  old. 

(iv)  The  physical  characteristics  of 
the  farm  have  changed  significantly. 

(V)  The  subsequent  loan  will  be  over 
$5,000. 

(vi)  In  the  case  of  an  SW  loan  the 
SW  debt  after  the  subsequent  loan  is 
closed  will  exceed  $60,000  and  the  pre¬ 
vious  balance  was  sec\ired  by  chattels. 

(2)  For  recreation  loans.  ’The  bor¬ 
rower  need  not  be  engaged  in  farming, 
and  new  security  instruments  will  not  be 
required  when  the  subsequent  loan  ad¬ 
vance  will  be  secured  by  the  existing  se¬ 
curity  instruments.  If  the  borrower  is 
no  longer  engaged  in  farming  when  the 
subsequent  loan  is  made,  the  term  “farm” 
will  be  construed  to  mean  the  tract  or 
tracts  of  land,  improvements,  and  fa¬ 
cilities  used  in  whole  or  in  part  for  out¬ 
door  recreational  entenwlses, 

(i>  A  subsequent  loan  for  any  RL  pur¬ 
pose  may  be  made  without  taking  new 
security  instnunents  when:  (A)  the  ex¬ 
isting  seciulty  instruments  cover  all  of 
the  property  required  to  serve  as  secu¬ 
rity  for  the  suteequent  loan;  and  (B) 
State  law  and  the  language  of  the  exist¬ 
ing  security  instrument  will  permit  the 
future  loan  advance  to  be  secured  by  the 
existing  security  instruments;  and  (C) 


the  existing  security  Instruments  will 
provide  the  same  lien  priority  for  the 
subsequent  loan  as  for  the  initial  loan; 
Euid  (D)  the  amount  of  the  subsequent 
loan  will  be  evidenced  by  a  note;  and 
(E)  the  amoimt  of  the  subsequent  loan 
will  not  cause  the  secured  indebtedness 
to  exceed  the  market  value  of  the  secu¬ 
rity  or  the  total  debt  limitation  provided 
in  §  1904.180(c)  or  any  amount  stated 
as  a  limit  in  any  future  advance  provi¬ 
sion  in  the  recorded  mortgage. 

(ii)  If  the  existing  recorded  real  estate 
mortgage  does  not  cover  all  the  property 
required  to  serve  as  security  for  the  sub¬ 
sequent  loan  or  if  it  does  not  contain  a 
future  advance  clause  which  is  sufficient 
to  include  the  subsequent  loan,  a  new  real 
estate  mortgage  will  be  taken. 

(ill)  If  the  existing  financing  state¬ 
ment  and  security  agreement,  including 
the  future  advance  and  after  acquired 
pr(q>erty  provisions,  do  not  provide  the 
required  coverage  in  all  respects,  a  new 
financing  statement  and  security  agree¬ 
ment  will  be  taken. 

(iv)  The  market  value  used  as  a  basis 
will  be  determined  in  the  same  manner 
as  prescribed  in  S  1904.180(J) . 

(v)  A  new  appraisAl  of  real  estate  will 
be  required  only  when  one  or  more  of  the 
following  conditions  exist: 

(A)  Subsequent  loan  funds  will  be 
used  to  piuxhase  land  or  when  a  mort¬ 
gage  on  additional  land  is  to  be  taken  to 
adequately  secure  the  loan. 

(B)  Ihe  loan  approval  official  requests 
a  new  appraisal  report. 

(C)  'The  latest  appraisal  report  on  the 
land  is  over  2  years  old. 

(D)  ’Ihe  pli^sical  characteristics  or 
values  of  the  land  have' changed  suffi¬ 
ciently  to  warrant  a  new  appraisal. 

(E) .The  real  property  was  not  ap¬ 
praised  in  connection  with  the  initial 
loan. 

(j)  Appraisals.  When  real  estate  will 
be  taken  as  security  for  the  loan,  the  real 
estate  will  be  aK>ralsed  by  an  FmHA  em¬ 
ployee  authorize  to  appraise  farms  in 
accordance  with  Subpart  A  of  Part  1809 
of  this  Chapter  (FmHA  Instruction 

422.1). 

(1)  For  a  loan  not  exceeding  $5,000  an 
appraisal  of  the  farm  to  be  given  as  se- 
cmdty  will  not  be  made  unless  the  County 
Supervisor  or  loan  iqjproval  official  is  im- 
certain  as  to  the  adequacy  of  the  se¬ 
curity.  If  an  appraisal  is  not  made,  the 
Coimty  Supervisor  will  indicate  an  a  sep¬ 
arate  sheet  his  estimate  of  the  market 
value  of  the  real  estate  to  be  given  as  se¬ 
curity.  ’This  sheet  should  be  attached  to 
the  appraisal  report. 

(2)  When  nonreal  estate  items  will  be 
taken  as  security  for  a  loan,  a  Ust  of  such 
items  will  be  made  on  Form  FtaHA  440- 
21  or  State  form  (if  such  a  form  has  been 
developed)  with  an  estimate  of  the  mar¬ 
ket  value  of  the  security.  In  determining 
the  market  value  of  the  chattel  security, 
the  County  Supervisor  wUl  take  into  con¬ 
sideration  the  length  of  time  the  prop¬ 
erty  will  serve  as  security  and  its  useful 
life.  In  the  case  of  other  security,  the 
County  Supervisor  will  include  a  sup¬ 
porting  statement  with  his  estimated 
value  of  such  security.  Such  a  statement 
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will  Include  a  narrative  description  of 
the  security,  its  current  cash  v^ue,  the 
relative  stability  of  its  value,  and  the 
manner  in  which  the  property  is  to  be 
given'as  security. 

§§  1904.181-1904.200.  IKoMrvrd] 
Exhibit  A 

(Supplements  Subp«rt  C  of  Part  1904,  Part 
1807  (FmHA  Instruction  427.1),  Subpart  A 
of  Part  1823  (PmHA  Instruction  444.1),  Sub¬ 
part  C  of  Part  1822  (PmHA  Instruction  444.4) , 
Subpart  A  of  Part  1873  (FmHA  Instruction 
466.1),  and  Subparts  A,  B,  C  and  D  of  Part 
1056  of  this  Chapter.) 

FARMERS  HOME  ADMINISTRATION  LOANS  TO 
ENTRTMEN  ON  UNPATENTED  PUBLIC  LANDS 

I.  Oeneral.  This  Exhibit  provides  additional 
policies  and  procedures  applicable  to  (1)  In¬ 
sured  Farmers  Home  Administration  (FmHA) 
loans  to  homestead  and  desertland  entrymen 
which  are  to  be  secured  by  real  estate,  and 
(2)  taking  of  real  estate  mortgages  on  entries 
to  secure  Farm  Ownership,  Soil  and  Water, 
Individual  Recreation,  Operating,  Emergency, 
Single  Family  Housing,  and  Farm  Labor 
Housing  loans  In  connection  with  loan  mak¬ 
ing  and  servicing. 

A.  Authority.  The  authorizations  contained 
In  this  Exhibit  clarify  security  and  servicing 
for  loans  to  entrymen  and  are  based  on  Pub¬ 
lic  Law  861.  Attachment  1  Is  a  Memorandum 
of  Understanding  between  the  Department 
of  the  Interim:  and  the  Department  of  Agri¬ 
culture  and  outlines  the  general  procedures 
to  be  followed  when  loans  are  made  to  entry- 
men.  Reference  to  Guaranteed  Loans  in  the 
Memorandum  of  Understanding  Is  not 
i^iplloable. 

B.  Cooperation  Between  the  Department 
of  Agriculture  and  the  Department  of  the 
Interior.  The  extension  of  financial  assist¬ 
ance  and  taking  of  real  estate  mortgages 
authorized  In  paragraph  I  A  will  be  facili¬ 
tated  through  the  cooperation  of  the  FmHA. 
the  Bureau  of  Land  Management  (BLM) .  and 
the  Bureau  of  Reclamation  (BR) ,  as  provided 
In  the  Memorandum  of  Understanding. 

C.  Special  Policies  Applicable  to  Dwellings, 
Land  Improvement  and  Ownership.  An  FmHA 
loan  will  not  be  made  to  an  applicant  who 
lacks  the  capital  or  who  cannot  obtain  credit 
to  provide  (1)  any  required  habitable  dwell¬ 
ings  within  the  statutory  period  specified  In 
paragraph  I  D  for  the  establishment  of  resi¬ 
dence,  and  (2)  land  development  sufficient 
for  success  but  in  no  case  less  than  that 
necessary  to  meet  the  entry  requirements. 
The  Notice  of  Allowance  of  Entry  Is  adequate 
to  meet  the  ownership  requirement  until  the 
patent  Is  Issued. 

D.  Patent  Requirements.  All  entrymen  will 
be  expected  to  keep  In  contact  with  appro¬ 
priate  officials  of  the  BLM,  and  BR  and  com¬ 
ply  with  iiertlnent  laws  and  regulations  of 
these  Agencies  relating  to  the  Issuance  of 
patents  for  homestead  or  desertland  entries. 
When  applicable,  reclamation  proof  must  be 
filed  by  the  borrower  at  the  earliest  possible 
date.  Likewise,  FmHA  personnel  concerned 
with  making  and  securing  FmHA  loans  to 
entrymen  should  acquaint  themselves  with 
BLM  and  BR  representatives  and  keep  In¬ 
formed  of  their  regulations  relating  to  the 
issuance  of  patents  for  homestead  or  desert¬ 
land  entries,  including  but  not  limited  to  the 
following: 

1.  Residence  and  Development  Require¬ 
ments.  A  homestead  entryman  must  estab¬ 
lish  residence  upon  the  tract  entered  within 
6  months  after  date  of  the  entry  unless  an 
extension  of  time  la  allowed  and  must  main¬ 
tain  a  residence  there  for  3  years.  He  should 
notify  the  authorized  officer  of  the  BLM  upon 
establishing  residence.  When  an  FmHA  loan 
Is  made  for  any  purpose,  the  requirements 


of  the  applicable  FmHA  regulations  must  be 
met.  Likewise  any  residence  or  development 
requirements  of  BLM  or  BR  will  be  met. 

2.  Final  Proof.  Specific  requirements  for 
final  proof  for  homestead  enUrmen  Is  found 
In  43  CFR  I  3516.7  and  final  proof  for  desert¬ 
land  entrymen  Is  found  In  43  CFR  I  2621.6. 

a.  Homestead  Entryman.  Final  proof  must 
be  filed  within  6  years  from  the  date  of  al¬ 
lowance  of  entry.  A  patent  will  not  be  issued 
until  the  entryman  has  submitted  final 
proof.  Final  proof  must  show  that  (1)  a 
habitable  dwelling  is  on  the  land  at  the  time 
proof  Is  submitted,  (2)  residence  require¬ 
ments  have  been  met.  (3)  the  Improvements 
are  of  such  character  as  to  show  good  faith, 
and  (4)  the  entryman  Is  a  citizen  of  the 
United  States.  When  the  entryman  Is  ready 
to  submit  final  proof  he  should  notify  the 
BR  and  request  Instructions  regarding  the 
procedure  to  be  fcHlowed. 

b.  Desertland  Entryman.  Final  proof  must 
be  made  within  4  years  from  the  date  of 
entry.  Oeneral  requirements  of  the  BLM  that 
must  be  met  include:  (1)  Filing  a  map  at  the 
Initiation  of  the  entry  showing  the  method 
of  Irrigation  and  the  proposed  source  of 
water  supply,  (2)  an  annual  expenditure  for 
3  years  of  not  less  than  $1  f<^  each  acre  In 
the  necessary  development  of  the  land,  (3) 
filing  a  map  at  the  end  of  the  third  year 
showing  the  character  and  extent  of  Improve¬ 
ments,  and  (4)  yearly  proof  of  expenditures 
containing  statements  of  two  or  mcs'e  cred¬ 
ible  witnesses  who  have  knowledge  that  the 
expenditures  were  made.  The  County  Super¬ 
visor  should  consult  the  BLM  official  for  any 
additional  requirements  of  the  entryman 
such  as  prepartng  a  notice  of  Intention  to 
make  final  proof,  publication  of  final  proof 
and  submission  of  final  proof. 

3.  Reclamation  Proof,  Reclamation  proof 
for  homestead  entryman  may  be  submitted 
with,  or  at  any  time  after,  the  submission 
of  homestead  proof.  In  addition  to  the  final 
homestead  proof  mentioned  In  paragraph 
I  D  2,  the  filing  of  reclamation  proof  is  re¬ 
quired  as  a  condition  for  obtaining  a  patent 
to  any  entry  within  a  reclamation  project. 
Reclamation  proof  must  show  reclamation 
and  cultivation  of  at  least  one-half  of  the 
Irrigable  area  in  the  entry  tor  2  years  Im¬ 
mediately  preceding  the  date  of  submission 
of  proof  and  the  payment  of  aU  reclamation 
charges  due  at  that  time.  Reclamation  proof. 
In  proper  form,  must  be  submitted  to  the 
official  In  charge  of  the  project  acconqianled 
by  the  payment  of  final  homestead  commis¬ 
sions. 

n.  Loan  Processing.  When  making  an 
FmHA  loan  to  be  secured  by  the  entryman’s 
land,  existing  FmHA  policies,  procedures,  and 
loan  authorities  applicable  to  the  particular 
type  of  loan  will  be  met,  except  as  follows: 

A.  Applications,  l.  Applications  From 
Entrymen  Not  in  a  Federal  Reclamation 
Project.  An  ^ipllcation  for  an  FtaHA  loan 
from  an  entryman  with  respect  to  public 
land  not  within  a  Federal  reclamation  proj¬ 
ect  will  be  considered  only  after  the  entry- 
man  has  selected  a  farm  and  received  his 
Notice  of  Allowance  of  Entry  from  BLM.  The 
original  or  a  copy  of  the  document  showing 
allowance  of  entry  must  be  attached  to  Form 
PmHA  410-1,  “Application  for  FmHA  Serv¬ 
ices.” 

2.  Applications  Frcrni  Entrymen  In  a  Fed¬ 
eral  Reclamation  Project.  An  application  for 
an  FmHA  loan  from  an  entryman  with  re¬ 
spect  to  public  land  within  a  Federal  recla¬ 
mation  project  will  not  be  considered  until 
after  the  entryman  has  received  a  Certificate 
of  Eligibility  from  BR  and  has  selected  a 
farm.  If  at  the  time  of  making  application 
the  eptryman  has  received  his  Notice  of  Al¬ 
lowance  of  Entry  from  BLM,  he  will  attach 
the  original  or  a  copy  such  document  to 
Form  PmHA  410-1.  If  the  entryman  has  not 


received  his  Notice  of  Allowance  of  Entry,  a 
copy  of  his  Certificate  of  EllglbUlty  must  be 
attached  to  ttie  FmHA  application.  However, 
the  docket  will  not  be  approved  until  the 
original  or  a  copy  of  the  document  showing 
Notice  of  Allowance  of  Entry  has  been  re¬ 
ceived  from  the  applicant  and  placed  In  the 
loan  docket. 

3.  Supplemental  Information  on  Applicant. 
At  the  time  ot  making  application  for  an 
FmHA  loan  to  be  secured  by  real  estate,  the 
entryman  may  be  requested  to  authorize  the 
FmHA  to  obtain  from  BLM  or  BR  any  avail¬ 
able  Information  concerning  bis  application 
for  homestead,  desertland.  or  reclamation 
entry  for  use  by  the  FmHA  In  determining 
his  eligibility  for  the  loftn  as  provided  in  the 
Memorandum  of  Understanding. 

B.  Special  Items  in  Development  of  Loan 
Dockets  for  Loans  to  be  Secured  by  the  Entry- 
man’s  Land.  Loan  dockets  for  loims  to  entry- 
men  will  be  prepared  and  distributed  In  ac¬ 
cordance  with  the  applicable  FmHA  regula¬ 
tions,  except  as  modified  by  this  paragraph. 

1.  Development  Plan.  An  extra  copy  of  Form 
FmHA  424-1,  “Fatm  Development  Plan” 
will  be  prepued  and  sent  to  BLM  In  each 
case.  When  the  Mutsyman's  farm  is  located 
in  a  Federal  reelaasaWon  project,  any  devel¬ 
opment  Items  listed  on  Form  FmHA  424-1 
must  be  consistent  with  the  overall  plans 
for  develt^ment  of  the  seelamatlon  project. 
Consequently,  when  Ftwm  FmHA  424-1  pro¬ 
vides  for  the  levelbig  of  land  or  the  installa¬ 
tion  of  farm  dlstrlbutlen  and  surface  drain¬ 
age  systems,  another  extra  copy  will  be  pre¬ 
pared  and  sent  to  the  Reclamation  Project 
Officer  as  soon  as  the  County  Supervisor  de¬ 
termines  that  there  Is  a  reasonable  likeli¬ 
hood  that  the  loan  will  be  made.  If  Form 
FmHA  424-1  conflicts  with  the  overall  BR 
plans  tar  the  development  of  the  Federal 
reclamation  project,  ofllclals  of  the  BR  will 
so  advise  the  County  Superv^sm:.  The  proc¬ 
essing  of  the  loan  will  not  be  delayed  while 
awaiting  such  advice  from  BR  but  the  FmHA 
loan  will  not  be  closed  untU  Form  FmHA 
424-1  Is  revised  to  make  It  consistent  with 
the  BR  plans.  The  County  Supervisor  will 
advise  the  Project  Officer  or  Authorized  Of¬ 
ficer  In  writing  whenever  changes  are  made 
in  the  plans  approved  by  the  FmHA. 

C.  Title  Clearance.  1.  The  entryman  appli¬ 
cant  will  be  required  to  furnish  and  pay  for  a 
certified  statement  prepared  by  a  qualified 
title  examiner  or  abstracts:  or  as  otherwise 
required  by  a  State  supplement  which  will 
include  findings  with  reflect  to  'any  out¬ 
standing  land  leveling  contracts  and  any 
other  claims  of  any  kind  on  record  against 
the  entry.  This  certified  statement  will  be 
Included  In  the  loan  docket.  Where  there  is 
an  outstanding  land  leveling  contract,  the 
iqipllcant’s  copy  of  such  contract  also  will  be 
Included  In  the  loan  docket  and  returned  to 
the  borrower  when  the  loan  Is  closed. 

2.  The  State  Director,  upon  advice  from  the 
Office  of  the  General  CounsM,  will  inform  the 
County  Supervisor  regarding  the  acceptable 
form  of  certified  statement  required  In  para¬ 
graph  nci. 

D.  Loan  Closing.  Except  as  provided  by  this 
Exhibit,  FmHA  loime  will  closed  In  accord¬ 
ance  with  the  iq^llcable  FmHA  regulation. 

1.  Real  Estate  MiHtgage  Forms.  Whenever 
the  entry  Is  located  within  a  Federal  reclama¬ 
tion  project  two  extra  copies  of  Form  FmHA 
427-1,  “Real  Estate  Mortgage,”  will  be  pre¬ 
pared.  If  the  entry  is  not  within  a  Federal 
reclamation  project,  one  extra  cc^y  of  the 
real  estate  mortgage  will  be  prepared.  After 
the  loan  has  been  closed,  a  conformed  copy 
of  the  real  estate  mortgage  will  be  sent  to 
BLM  and.  If  the  entry  Is  located  In  a  Federal 
reclamation  project,  a  conformed  copy  of  the 
nuHtgage  also  will  be  sent  to  the  BR.  Ihe 
entryman’s  serial  number  which  appears  on 
the  original  document  showing  Notice  of 
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Allowance  of  Entry  will  be  typed  on  the  orlgi> 
nal.  and  the  conformed  ooptoa  of  the  mort- 
gmg9  for  BUd  and  BR  will  Indicate  the  date 
and  place  of  recordation  and  the  book  and 
page  numbers. 

a.  County  Ofllce  Record  of  Allowance  ot 
Entry.  When  the  loan  la  dooed  a  copy  will  be 
made  of  the  original  document  ahowlnc 
Notice  of  Allowance  of  Entry  for  the  bor¬ 
rower’s  county  office  oaae  folder,  unless  a 
copy  was  furnished.  The  County  Supervisor 
will  sign  the  following  certification  which 
will  be  typed  on  this  copy: 

"I  hereby  certify  that  this  is  an  exact  copy 
of  the  Notice  of  AllowaiKW  of  Entry  Issued 

by  the  BLM  to _ residing 

(Entryman's  Name) 

at _ 

(Entryman's  Address) 


(County  Supervisor) 

When  the  original  document  showing  al¬ 
lowance  of  entry  is  furnished.  It  will  be 
returned  to  the  borrower. 

3.  Entries  Required  on  Management  Sys¬ 
tem  CTards.  Upon  closing  the  loan,  the  County 
Supervisor  will  enter  a  notation  on  the  bor¬ 
rower's  Management  System  Card  (Form 
PmHA  405-1)  as  to  the  date  when  the  bor¬ 
rower  must  submit  final  proof  to  the  BLM  in 
fulfillment  of  the  requirements  to  obtain  a 
patent.  If  residence  has  not  been  established, 
a  notatitm  also  will  be  made  on  the  Manage¬ 
ment  System  Card  of  the  date  such  residence 
must  be  conunenced.  It  will  be  the  responsi¬ 
bility  of  the  County  Supervisor  to  follow 
through  to  see  that  the  borrower  completes 
these  actions. 

in.  Mortgage  on  Real  Estate  for  Additional 
Security.  When  it  Is  deemed  advisable  to  take 
a  mortgage  cm  the  homestead  or  desertland 
entry  as  additional  security  or  to  otherwise 
protect  the  Interests  of  the  PmHA,  a  real 
estate  m<x-tga^  wUl  be  taken  on  such  entry. 
The  mortgage  will  be  taken  as  authorized  in 
Subpart  A  of  Part  1872  of  this  Chapter 
(FmHA  Instruction  466.1).  In  such  a  case,  a 
copy  of  the  real  estate  mortgage  will  be  sent 
to  BLM  and.  If  the  farm  is  located  in  a 
Federal  reclamation  project,  a  copy  of  the 
mortgage  also  will  be  sent  to  the  BR. 

IV.  Default  %nd  Disposal  of  Units.  The 
County  Supervisor  will  cxMCdlnate  with  the 
Icx^  BLM  and  BR  representatives  and  keep 
the  State  Director  currently  advised  on  any 
cases  in  default  or  where  default  Is  antici¬ 
pated.  The  State  Director  whl  be  guided  by 
Attacdiment  I  and  advice  of  the  Office  of  the 
General  Counsel  In  fulfilling  FmHA’s  respon¬ 
sibilities  for  disposal  of  any  units  on  which 
a  patent  has  not  been  Issued.  Units  on  which 
a  patent  has  been  issued  will  be  serviced  by 
applicable  FmHA  procedures. 

Memorandum  of  understanding  between 
the  Department  of  Agriculture  and  the  De¬ 
partment  of  the  Interior  relating  to  financial 
assistance  by  the  Farmers  Home  Administra¬ 
tion  to  entrymen  on  public  lands. 


(S>  The  term  "FHA”  also  Includes  its  in¬ 
sured  lenders  and  guaranteed  lenders. 

(3)  The  term  "outstanding  balance"  In¬ 
cludes  (a)  the  unpaid  Indebtedness  under 
the  FHA  mortgage,  (b)  kny  unpaid  costs 
owed-to  BR  for  construction  by  it  of  a  ^Mclal 
distribution  system  to  serve  a  unit  where 
such  costs  have  been  allocated  to  the  unit 
as  a  separate  Item,  and  (c)  any  pcwtlon  of 
an  8W  association  loan  made  by  FHA  for 
construction  of  a  domestic  water  system  to 
serve  the  unit  and  secured  by  a  lien  on  the 
unit.  It  does  not  include  any  portion  .of  an 
SW  association  loan  made  by  the  FHA  for 
construction  of  a  domestic  water  system  to 
serve  the  unit  and  not  secured  by  a  lien  on 
the  unit,  nor  project  construction  costs 
charged  to  the  unit. 

(4)  Public  Law  361,  81st  Congress  (7  UH.C. 
1006a  and  1006b),  is  referred  to  ks  "P.L.  361.” 
It  applies  to  Farm  Ownership  (FO),  Operat¬ 
ing  (OL),  Soil  and  Water  Conservation  (SW) 
loans  made  to  individuals  and  Recreation 
(RL)  loans  to  Individuals  under  the  Con¬ 
solidated  Farm  and  Rural  Development  Act 
of  1073  (7  UB.C.  1931)  and  prior  laws.  It 
does  not  apply  to  Emergency  (EM)  loans 
made  under  that  act  or  prior  laws,  nor  to 
Housing  (RH)  loans  made  under  Title  V 
of  the  Housing  Act  of  1949  (43  UB.C.  1471), 
or  to  any  other  loans  made  or  administered 
by  FHA. 

(5)  Public  Law  419  (86  Stat.  675)  amended 
P.L.  361  to  add  desertland  entrymen  as  eligi¬ 
ble  for  the  same  loans  as  indicated  In  (4) 
above. 

(6 1  The  term  "Project  Officer”  refers  to  the 
BR  Officer  who  may  properly  hold  the  req¬ 
uisite  responsibility  for  the  project  or  area 
in  question. 

(7)  The  term  "authorized  offloer”  refers  to 
the  BLM  Officer  to  whom  has  been  drtegated 
the  required  responsibility  for  the  area  In 
question. 

(8)  The  term  “County  Supervisor”  means 
County  Supervisor  for  FHA. 

(9)  The  term  "State  Director”  means  State 
Director  for  FHA. 

Past  II 

GENERAl.  PROVISIONS 

A.  FHA  regulations  will  govern  making 
and  servicing  FHA  loans,  including  the  tak¬ 
ing  of  mortgagee  as  additional  security  for 
existing  FHA  loans. 

B.  In  connection  with  tqipllcatlons  for 
FHA  loans  or  credit  sales  to  eligible  appli¬ 
cants,  the  Project  Officer  of  BR  or  the  au¬ 
thorized  officer  of  BLM,  upon  written  request 
of  the  County  Sufyervisor,  will  furnish  the 
following : 

1.  Written  consent  to  make  the  applicant 
an  FHA  loan  or  to  secure  an  existing  FHA 
loan. 

3.  Any  Information  which  BR  or  BLM  has 
concerning  the  applicant,  provided.  In  the 
case  of  BR  information,  the  request  has  the 
following  authorlzattons  attsiched  to  ft. 

"Date _ _ 19-_ 


Part  I 

PURPOSE  AND  DEFINmONS 

A.  Purpose.  The  purpose  of  this  memo¬ 
randum  is  to  outline  the  general  procedure 
to  be  followed  by  the  Farmers  Home  Ad¬ 
ministration  (FHA),  the  Bureau'  of  Land 
Management  (BLM),  and  the  Bureau  of 
Reclamation  (BR),  when  FHA  extends  finan¬ 
cial  assistance  to  entrymen  on  unpatented 
public  lands.  Including  public  land  In  recla¬ 
mation  projects. 

B.  Definitions.  Unless  otherwise  indicated 
In  this  memorandum: 

(1)  The  term  "unit”  will  be  used  to  de¬ 
scribe  an  adequate  family  farm,  less  than 
adequate  family  farm,  a  portion  of  a  farm 
or  any  other  tract  of  land. 


I  hereby  authorize  the  Bureau  of  Reclama¬ 
tion  to  make  available  to  the  Farmers  Home 
Administration  any  Infmmatlon  the  Bureau 
may  have  concerning  my  transactions  with 
it.  This  information  may  be  used  by  the 
Farmers  Home  Administration  in  determin¬ 
ing  my  eligibility  and  qualifications  for  a 
loan,  and  Is  to  be  treated  as  confidential. 

(Type  name  of  applicant  below  signature.) 

(signed  _ 

(applicant) 


(signed 


(spouse) 


3.  A  statement  of  accoimt,  showing  the  ap¬ 
plicant’s  outstanding  balance  If  there  is  a 
debt  owed  to  BR  (principal  balance,  ac¬ 
crued  tmpald  Interest,  and  daily  interest 
accrual  rate,  any  other  charges  and  any  un¬ 


paid  special  distribution  system  costs,  and 
the  amount  delinquency) . 

4.  A  report  on  any  development  and  resi¬ 
dence  requirements  which  have  not  been 
completed  and  on  eligibility'  of  the  unit  for 
water.  Including  full  Infwmatlon  on  the 
status  of  any  excess  land. 

5.  Advice  as  to  whether  the  applicant  Is  In 
default  because  of  failure  to  pay  water 
charges,  or  because  of  breach  of  any  other 
agreements  with  the  Bureau  of  Reclama¬ 
tion. 

C.  A  homestead  entryman  or  desert  land 
eutryman  on  public  land  not  in  a  reclama¬ 
tion  project  may  apply  to  the  (Douuty  Super¬ 
visor  for  an  FHA  loan  when  his  entry  has 
been  allowed.  The  original  or  a  copy  of  the 
Notice  of  Allowance  of  Entry  from  BLM  must 
be  attached  to  the  application  for  a  loan 
from  FHA.  Upon  request  of  the  County  Su¬ 
pervisor,  the  authorized  officer  of  the  BLM, 
to  the  extent  applicable  will  furnish  any  in¬ 
formation  that  office  has  with  respect  to  the 
applicant  entryman. 

An  applicant  for  a  homestead  on  a  rec¬ 
lamation  project  likewise  may  apply  to  the 
Ck>unty  Supervisor  tor  an  FHA  loan  when  he 
has  received  from  the  BR  a  Certificate  ot 
Eligibility  and*  has  selected  a  tmlt.  A  copy 
of  the  Certificate  of  Eligibility  must  be  at¬ 
tached  to  the  application  for  a  loan  from 
the  FHA  unless  the  unit  has  been  entered. 
In  which  case  the  Notice  of  Allowance  of 
Entry  will  be  attached  to  the  application 
for  a  loan.  Each  application  for  such  a  loan 
filed  by  an  entryman  will  be  processed  In 
substantially  the  same  manner  as  other  ap¬ 
plication  of  a  similar  character.  Including 
the  preparation  of  the  loan  docket,  certifi¬ 
cations  by  the  FHA  County  Committee,  and 
approval  by  the  duly  authorized  loan  ap¬ 
proving  official.  If  any  conflict  exists  between 
the  development  plans  of  FHA  and  BR  or 
BLM,  the  difference  must  be  reconciled  prior 
to  loan  closing.  A  copy  of  the  Notice  of  Al¬ 
lowance  of  the  Entry  wlU  be  required  in  the 
loan  docket  before  a  loan  is  closed. 

D.  Upon  closing  of  a  loan  to  an  entry- 
man,  when  real  estate  security  Is  taken,  the 
(Jounty  Supervisor  will  send  copies  of  the 
real  estate  mortgage  to  the  authorized  offi¬ 
cer  of  BL^,  and  to  BR  If  appropriate.  The 
County  Supervisor  will  Indicate  on  the  mort¬ 
gage  the  date  such  Instrument  was  filed  for 
record  and  the  entryman's  homestesul  or 
desert  land  entry  serial  number.  Copies  of 
these  Instruments  win  serve  as  notification 
to  BLM  or  BR  that  a  loan  has  been  made 
by  FHA  and  may  be  used  In  connection 
with  the  servicing  of  such  loans  as  indicated 
herein. 

Part  ni 

LOAN  SERVICING 

A.  If  the  entryman-borrower  repays  his 
Indebtedness  In  full  to  FHA  before  a  patent 
Is  Issued  to  him  by  BLM.  the  County  Super¬ 
visor  will  promptly  notify  the  BLM  author¬ 
ized  officer  of  the  release  of  the  mortgage 
lien. 

B.  When  final  homestead  or  desert  land 
entry  proof  or  homestead  proof  and  recla¬ 
mation  proof  submitted  by  an  entryman- 
borrower  is  accepted  by  the  BLM  and  a  pat¬ 
ent  Is  issued  before  BLM  is  notified  of  the 
full  repayment  of  the  indebtedness  to  FHA. 
the  patent  Issued  will  make  reference  to  the 
FHA  mortgage  as  follows: 

"This  patent  is  Issued  subject  to  the 
rights  of  the  United  States  under  a  certain 

mortgage  or  deed  of  trust  executed  by _ 

_ and _ under  date 

of _ _  19 _ ..recorded  In  Book _ 

_ _  Page _ of  the  records  of  the  Re¬ 
corder  of  Deeds  for _ ." 

In  such  cases.  If  the  patent  Is  Issued  to  a 
person  other  than  the  mortgagor  or  the 
purchaser  at  foreclosure  of  the  mortgage. 
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there  shall  also  be  Inserted  after  the  recital 
of  recordation  of  the  mortgage  the  follow¬ 
ing  words;  “which  the  patentee  assumes 
and  agrees  to  pay.” 

C.  Upon  Issuance  of  the  patent  to  the  en> 
tryman-borrower,  the  authorized  officer  of 
BLM  will  notify  the  State  Director  that  the 
patent  has  been  issued  and  mailed  to  the 
cntryman-borrower.  Upon  such  notification, 
the  County  Supervisor  will  advise  the  entry- 
man-borrower  to  record  the  patent  promptly 
In  the  real  estate  records  In  the  county  In 
which  his  unit  is  located,  and  will  check 
the  records  to  determine  that  the  recorda¬ 
tion  has  been  accomplished.  The  Issuance 
of  the  patent  will  terminate  any  further  re¬ 
lationship  between  BLM  and  FHA  Insofar 
as  the  entryman-borrower  is  concerned. 

D.  In  the  event  that  an  entryman-bor¬ 
rower  has  not  submitted  Final  Proof  within 
the  statutory  period  from  the  date  of  al¬ 
lowance  of  bis  entry,  BLM  will  send  to  the 
County  Supervisor  a  copy  of  the  Notice  of 
Expiration  of  the  statutory  period  of  entry 
when  It  is  mailed  to  the  entryman-bor¬ 
rower.  The  copy  of  the  notice  will  be  used 
by  the  County  Supervisor  in  urging  the  en¬ 
tryman-borrower  to  submit  Pinal  Proof  with 
ai^roprlate  explanation  of  his  failure  to  do 
so  before  the  expiration  of  the  statutory 
period. 

PAST  IV 

DEFAULTS 

When  an  entryman-borrower  Is  in  default 
in  the  terms  of  his  mortgage  to  FHA,  in  com¬ 
plying  with  requirements  to  obtain  a  patent, 
or  in  meeting  the  requirements  to  make  rec¬ 
lamation  proof,  the  following  procedures 
will  apply: 

A.  Default  on  Mortgage.  BLM  will  Issue  a 
decision  cancelling  any  entry  upon  which 
there  is  an  FHA  mortgage  when  so  requested 
in  writing  by  the  State  Director.  FHA  may 
request  a  cancellation  whenever  any  default 
occurs  in  the  terms,  conditions,  covenants, 
and  ohllgatlons  contained  in  the  mortgage. 
Included  among  the  terms,  conditions,  cov¬ 
enants,  and  obligations  in  the  mortgage 
taken  by  FHA  will  be  the  provision  that  the 
entryman-borrower  must  comply  with  the 
legal  and  administrative  regulations  for  the 
Issuance  of  a  patent  and,  if  the  entry  is  lo¬ 
cated  in  a  reclamation  project,  with  the  legal 
and  administrative  regulations  for  making 
reclamation  proof. 

1.  The  State  Director  will  furnish  the  au¬ 
thorized  officer  of  BLM  with  an  explanation 
of  the  need  for  cancellation.  When  the  entry 
is  located  in  a  reclamation  project,  the  State 
Director  also  will  notify  ttie  BR  Regional  Di- 
rectcff'  and  furnish  him  with  an  explanation 
of  the  need  for  cancellation. 

2.  The  BR  Regional  Director  may  request 
the  State  Director  to  reconsider  the  neces¬ 
sity  for  cancellation  of  the  entry  when  (a) 
BR  ccm  furnish  information  which  may  not 
have  been  considered  by  FHA,  (b)  there  is 
an  outstanding  ccmtract  between  BR  and 
the  entryman-lxMTower  for  the  repajrment  of 
charges  for  land  leveling,  or  (c)  the  entry¬ 
man-borrower  has  not  made  reclamation 
proof.  If  such  a  request  is  made,  a  copy  will 
be  furnished  to  the  BLM  which  shall  suspend 
action  on  the  FHA  request  until  further 
notified  by  the  FHA.  Ordinarily,  BR  will  not 
request  a  reconsideration  ot  the  necessity 
for  cancellation  unless  there  appears  to  be 
a  reasonable  basis  upon  which  a  solution 
can  be  worked  out  so  that  the  entryman- 
borrower  may  retcUn  possession  of  his  unit. 

3.  If  BR  does  not  ask  the  State  Director 
to  reconsider  his  request  to  cancel  within 
thirty  days,  BLM  will  issue  a  decision  can¬ 
celling  the  entry. 

4.  If  BR  asks  tar  a  reconsideration  of  the 
request  to  cancel,  it  will  furnish  the  State 
Director  immediately  new  informatimi  adiKh 
It  believes  should  be  considered  by  FHA  in 


reaching  a  decision.  When  FHA  has  reached 
a  final  decision,  it  will  notify  the  BLM  and 
the  BR  of  the  decision  reached.  Within  thirty 
days  after  receiving  iu>tloe  of  the  final  de¬ 
cision  of  the  State  Director  that  the  entry 
should  be  cancelled.  BLM  wlU  notify  the 
entryman-borrower  of  the  cancellation  of 
his  entry  In  accordance  with  the  usual  pro- 
cediure.  A  copy  of  the  notice  of  the  cancella¬ 
tion  will  be  mailed  to  the  State  Director  at 
the  same  time. 

B.  Default  in  Meeting  Entry  Require¬ 
ments.  If  BLM  proposes  to  take  any 'action 
toward  cancellation  of  an  entryman-bor- 
rower’s  entry,  it  will  notify  the  State  Direc¬ 
tor  and  the  BR  Regional  Director  If  the  unit 
is  located  in  a  reclamation  project,  in  writing 
at  least  thirty  days  before  any  action  is  com¬ 
menced.  The  notification  will  be  accom¬ 
panied  by  an  explanation  as  to  why  caacei- 
lation  will  be  made.  Within  the  thirty-day 
period  either  or  both  FHA  and  BR  may  pre¬ 
sent  any  new  information  for  the  considera¬ 
tion  of  the  BLM  In  refM^hlng  a  decision  to.  or 
not  to,  cancel  the  entry.  When  BLM  has 
reached  a  final  decision,  it  will  inform  the 
State  Director  and  the  BR  Regional  Direct<»‘. 

C.  Default  In  Meeting  Reclamation  Re¬ 
quirements.  In  the  event  BR  lnten<te  to  rec¬ 
ommend  cancellation  of  an  entryman-bor- 
rower's  entry,  the  Superintendent  of  the 
Recfamatioa  Project  will  notify  the  State 
Dlreotor  In  writing  at  least  thirty  days  be¬ 
fore  such  recommendation  is  to  be  sub¬ 
mitted  to  BLM  tar  cancellation.  The  noUflsa- 
tlon  will  be  accompanied  by  an  explanation 
as  to  why  cancellation  of  entry  Is  to  be  re¬ 
quested.  FHA  may  request  a  reconsldeaatlon 
of  BR’s  Intended  recommendation  to  cancel 
within  the  thirty-day  period  and  will  fur¬ 
nish  any  new  information  which  it  believes 
should  be  considered  by  BR  when  reaching 
a  final  decision.  When  BR  has  reached  a  final 
decision,  it  will  notify  the  State  Director. 

Part  V 

DISPOSAL  or  UNITS  AFTER  CANCELLATION  OR 
RELINQUISHMENT 

After  cancellation  or  relinquishment  of  an 
entry  upon  land  on  which  FHA  holds  a 
mortgage,  such  land  shall  be  opened  to  re¬ 
entry  only  to  persons  eligible  for  an  original 
entry,  and  enable  for  an  FHA  loan  unless 
the  FHA  loan  is  paid  in  full.  Any  unit  dis¬ 
posed  of  hereunder  shall  be  subject  to  the 
outstanding  balance  owed  to  FRA  and  BR, 
or  to  that  portion  of  the  outstanding  balance 
as  agreed  upon  by  the  FHA  and  BR  or  BLM, 
as  appropriate,  if  the  entryman  Is  eligible 
for  an  FHA  loan. 

A.  One  Year  Limit.  Under  Pub.  L.  361, 
BLM  or  BR  can  permit  a  new  entry  only  dur¬ 
ing  one  year  after  cancellation  or  relinquish¬ 
ment  of  the  old  entry  where  the  FHA  mort¬ 
gage  is  subject  to  Pub.  L.  361  (FO,  OL  &  SW) . 
In  other  cases  such  as  RH  and  EM,  the  one- 
year  limitation  does  not  apply,  but  BLM  or 
BR  will  nevertheless  arrange  for  a  new  entry 
within  the  one-year  period  If  It  is  practica¬ 
ble  to  do  so. 

B.  Custody  and  Expenses.  While  BLM  or 
BR  has  disposal  authority  it  will  assume  cus¬ 
todial  responsibility  for  the  unit,  but  the 
County  Supervisor  and  the  Project  Officer 
will  determine  the  actions  necessary  to  pro¬ 
tect  the  Interests  of  both  FHA  and  BLM  or 
BR.  Any  expenses  incurred  for  protection  of 
FHA’s  Interest  will  be  paid  by  FHA  and  added 
to  the  mortgage  debt. 

C.  Disposal  of  Units.  1.  Within  a  Reclama¬ 
tion  Project.  As  soon  as  possible,  after  can¬ 
cellation  or  relinquishment,  FHA  will  make 
an  appraisal  to  determine  the  value  of  the 
property  and  will  report  Its  findings  to  BR 
on  appropriate  FHA  appraisal  forms.  The 
State  Director  and  the  BR  Regional  Director 
after  receipt  the  report  by  BR  will  jointly 
participate  in  determining  the  amount  of 
indebtedness  owed  to  the  United  States 


which  shall  be  required  in  accordance  with 
existing  law  to  be  paid  and  the  terms  under 
which  repayment  will  be  made. 

a.  BR  will,  thereafter,  for  that  particular 
unit,  proceed  to  inform  the  public  of  the 
availability  of  the  unit  in  accordance  with 
its  established  procediues.  However,  before 
BR  issues  a  Certificate  of  Eligibility  to  any 
applicant  for  re-entry  it  will  submit  to  the 
County  Supervisor  (a)  a  list  of  the  names 
of  the  applicants  who  can  qualify  for  a  Cer¬ 
tificate  of  Eligibility  and  the  order  in  which 
such  applicants  shall  be  considered,  and  ib) 
the  information  submitted  by  each  of  the 
qualified  applicants  in  support  of  his  appli¬ 
cation  for  the  entry. 

b.  The  County  Supervisor  and  the  County 
Committee  will  examine  the  list  and  the  in¬ 
formation  to  determine  which  of  the  appli¬ 
cants  are  eligible  for  an  FHA  loan.  The  list 
of  any  doctimentary  information  furnished 
will  be  returned  to  BR  with  a  written  state¬ 
ment  setting  forth  the  names  in  the  list 
which  are  eligible  for  FHA  assistance.  Upon 
receiving  such  infmmatlon  from  FHA,  BR 
will  proceed  to  select.  In  accordance  with 
establtsbed  procedures,  from  among  the  ap¬ 
plicants  determined  to  be  eligible  for  a  Cer¬ 
tificate  of  Eligibility  and  an  FHA  loan,  one 
appllccmt  and  not  to  exceed  two  alternate 
applicants,  to  wbmn  the  unit  may  be  award¬ 
ed  upon  qualifying  to  assume  the  Indebted¬ 
ness. 

c.  BR  will  issue  a  Certificate  of  Eligibility 
to  the  selected  appUeant.  The  Certificate  of 
Eligibility  will  be  sent  to  the  FHA  County 
Supervisor  who  will  instruct  the  applicant 
to  file  his  Certlfieate  of  Eligibility  and  ap¬ 
plication  for  entry  with  BLM  which  will  issue 
a  Notice  of  AUowanee  of  Entry  if  the  appli¬ 
cant  is  qualified  to  make  entry.  The  applicant 
will  be  allowed  to  occupy  the  unit  when  he 
has  received  the  Notice  of  Allowance  of  Entry 
and  has  completed  anangements  to  assume 
the  required  amount  of  Indebtedness  owed 
to  FHA  or  to  reAnance  such  indebtedness. 
FHA  will  send  a  copy  of  the  assumption 
agreement  or  note  and  mortgage,  if  any, 
executed  by  the  new  occupant  to  BR  and 
BLM. 

d.  FHA  may  permit  an  eligible  person  to 
whom  the  unit  is  swarded  to  assume  that 
part  of  the  indebtedsMss  determined  to  be 
within  the  value  of  the  property. 

2.  Units  Not  Within  a  Reclamation  Proj¬ 
ect.  As  soon  as  possible,  after  cancellation 
or  rellnqiUshment,  FHA  will  make  an  ap¬ 
praisal  to  determine  the  value  of  the  prop¬ 
erty  and  to  determine  the  amount  of  in¬ 
debtedness  owed  on  FHA  loans  that  is  to 
be  paid  by  the  new  entryman.  The  FHA  will 
report  the  amount  of  the  FHA  debt  to  be 
assumed  to  the  BLM. 

a.  The  BLM  wBl,  thereafter,  for  that  par¬ 
ticular  entry,  procMd  to  inform  the  public 
of  the  availability  of  the  land  in  accordance 
with  its  estabUshed  procedures.  BLM  will, 
following  the  opening  of  the  land  to  appli- 
catlm,  submit  to  the  County  Supervisor  (a) 
a  list  of  the  names  of  the  applicants  who  can 
qualify  for  the  allowance  and  the  order  in 
which  such  applicants  shall  be  considered, 
and  (b)  the  information  submitted  by  each 
of  the  applicants  in  support  of  his  applica¬ 
tion. 

b.  Thereafter  the  FHA  will  select  from  the 
list  the  first  iqipllcant  for  the  entry  who 
can  qualify  for  an  FHA  loan. 

c.  FHA  will  then  notify  BLM  of  the  appli¬ 
cant  selected.  The  authorized  Officer  will,  as 
soon  as  possible  after  notification,  issue  the 
Notice  of  Allowance.  The  Allowance  of  Entry 
or  an  attachment  thereto  will  show  that  en¬ 
try  is  conditlcmed  upon  payment  or  assump¬ 
tion  of  the  FHA  debt.  A  copy  erf  appropriate 
notice  will  be  mailed  to  the  State  Director. 

d.  Upon  receipt  of  the  Notice  of  Allowance 
of  Entry  by  the  applicant,  FHA  will  instruct 
him  to  occupy  the  unit  and  will  complete 
arrangements  for  him  to  assume  or  refinance 
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the  Uidebtedneae  or  the  part  thereof  deter¬ 
mined  to  be  within  the  value  of  the  prop¬ 
erty.  FHA  wUl  send  a  copy  of  the  aaeump- 
tlon  agreement  or  note  and  the  mortgage. 
If  any,  executed  by  the  new  occupant  to 
BLM. 

e.  FHA  may  penult  an  eligible  person  to 
whom  the  entry  Is  allowed  to  assume  tliat 
part  of  the  Indebtedness  determined  to  be 
within  the  value  of  the  property. 

D.  Disposal  of  UfUts  by  Farmers  Home 
Administration.  1.  If  no  entry  Is  allowed 
within  one  year  after  cancellation  or  re¬ 
linquishment  of  a  prior  entry  on  which  FHA 
holds  a  mortgage  and  the  property  was  secu¬ 
rity  lor  an  FHA  loan  subj^t  to  P.L.  361 
even  though  It  also  was  security  for  a  loan 
not  subject  to  that  law,  FHA  will  dispose  of 
the  unit  in  accmtlance  with  FHA  regula¬ 
tions.  If  the  unit  is  located  on  a  reclamation 
project,  such  disposition  shall  be  subject, 
however,  to  outstanding  reclamation  charges 
on  the  land  due  the  United  States. 

2.  If  the  property  cannot  be  sold  Immedi¬ 
ately,  the  FHA  will  arrange  for  a  lease  or 
caretaker  agreement  as  necessary  to  protect 
the  Government's  Interests. 

3.  When  FHA  prepares  to  sell  a  unit.  It  will 
also  advise  BLM  or  BR.  as  appropriate,  of  the 
name  of  the  purchaser  and  will  request  issu¬ 
ance  of  a  patent  to  the  purchaser.  If  the  unit 
Is  In  a  reclamation  project,  BR  will  furnish, 
as  soon  as  possible  to  FHA.  Information  con¬ 
cerning  any  outstanding  reclamation  charges 
on  the  land  due  the  United  States. 

4.  The  sale  may  be  for  cash  or  on  credit. 
In  the  event  the  sale  is  on  credit,  FHA  will 
furnish  a  copy  of  the  mortgage  to  BLM  or 
BR,  as  appropriate,  which  shall  make  refer¬ 
ence,  In  any  patent  Issued  thereafter,  to  the 
outstanding  mOTtage  of  FHA. 

This  memorandum  of  understanding 
supersedes  the  earlier  memorandum  of  un¬ 
derstanding  signed  on  February  17,  1950,  and 
March  25.  1950,  respectively,  by  the  Secre¬ 
taries  of  Agriculture  and  Interior. 

Approved: 

Dated :  October  22, 1974. 

Jack  O.  Horton, 
Assistant  Secretary  of  the  Interior. 

Approved: 

Dated:  December  16, 1974. 

WmuAM  Erwin, 

Assistant  Secretary  of  Agriculture. 

EXHtBIT  B 

Operating  Agreement 

This  Agreement,  made  this _ day  of 

_ _  19 _ ,  by  and  between _ 

_ _  _ _  and  - -  (hereinafter 

referred  to  as  “users”),  oonstltutlng  all  the 
users  of  that  certain  water  facility  situated 

In  the  County  of  _ _  State  of 

_ _  and  more  particularly  described 

In  Item  2  of  this  agreement. 

Wltnesseth:  In  order  to  define  more  spe¬ 
cifically  the  rights  and  duties  of  the  users, 
It  Is  mutually  agreed  as  follows: 

1.  This  agreement  shall  not  become  effec¬ 
tive  until  signed  and  acknowledged  by  all 
the  users;  but  when  so  signed  and  acknowl¬ 
edged  it  shall  become  effective  as  of  the  date 
hereinabove  specified. 

2.  The  facility  consists  of  the  following:  i 

a.  The  main  conduits,  such  as  canals, 

ditches,  pipelines,  flumes,  and  siphons  and 
the  rlghts-of-way  and  easements  described 
as  follows: 


I  Include  only  applicable  descriptive  ma¬ 
terial  and,  when  necessary,  substitute  state¬ 
ments  that  more  adequately  describe  the  fa¬ 
cility. 


b.  The  sites  for  pumping  piant,  diversion 

works,  or  storage  works,  being  a  certain  par- 
csl(s)  of  land  situated  In  the  County  of 
_ _  State  of _ _  contain¬ 
ing  _ acres,  more  or  leas,  and  more 

particularly  described  as  follows: 

c.  Pumping  plant,  diversion  works,  or  stor¬ 
age  works  (speclfly  and  describe) : 


d.  Source  of  water  supply: 


e.  Water  right  (description  and  references 
to  filing,  permit,  decree,  or  other  means  of 
Identification  and  quantity  of  water: ) : 


3.  Said  facility  Is  owned  by  the  users  In 
the  proportionate  Interest  iq>ecifled  on  their 
respective  signature  pages  hereto  attached, 
and  the  users  are  entlUed  to  have  services 
from  said  facility  to  the  lands  described  on 
the  respective  signature  pages  In  the  pro¬ 
portion  that  the  Interest  of  each  user  bears 
to  the  total  of  the  Interests  of  all  the  users.* 

4.  Except  as  hereinafter  provided  In  Item  6, 
said  facility  shall  be  operated  only  for  serv¬ 
ices  on  the  lands  of  the  users.  When  only  a 
part  of  the  tract  of  land  described  on  any  sig¬ 
nature  page  hereto  is  transferred,  the  In¬ 
terests  of  the  users  shall  be  redetermined  by 
WTltten  agreement  If  the  party  to  whom  such 
tract  portion  Is  transferr^  wishes  to  become 
a  user  of  said  facility. 

5.  Each  user  agrees  to  pay  his  proportionate 
part  of  the  cost  of  constructing,  altering. 
Improving,  repairing,  maintaining,  operat¬ 
ing,  and  supervising  said  facility  in  the  ratio 
that  his  interest  in  the  facility  bears  to  the 
total  interest  of  all  users.*  Payments  for  Ini¬ 
tial  construction,  alteration.  Improvements, 
or  repair  of  said  facility  shall  be  due  and 
payable  when  this  agreement  becomes  effec¬ 
tive.  Payments  for  the  annual  costs  of  main¬ 
taining,  operating,  and  supervising  said 
facility  shall  be  due  on  or  before  the  .... 

day  of _ of  each  year  unless  a 

different  date  of  payment  Is  agreed  upon 
by  the  users  osmlng  the  majority  of  the 
interests  and  annual  payments  shall  be¬ 
come  delinquent  IS  days  thereafter.  If  the 
holder  of  any  lien  on  the  land  o#  any  user 
shall  have  filed  with  the  manager  iq>polnted 
under  this  agreement  a  written  request  for 
notice  of  unpaid  delinquent  charges  appor¬ 
tioned  to  such  user,  no  action  shall  be  com¬ 
menced  by  the  group  for  the  unpaid  amount 
due  from  such  user  until  15  days  after 
written  notice  of  the  amount  of  such  unpaid 
charges  is  mailed  to  such  lienholder.  No  user 
shall  be  entitled  to  services  when  delinquent 
In  such  payments.  The  costs  of  installing, 
operating,  smd  maintaining  branch  conduits 
and  rlghts-of-way  from  the  main  conduits 
of  the  facility  described  in  paragraph  2  as 
to  the  lands  of  one  or  more  users  shall  be 
borne  by  the  respective  user  or  users. 

6.  Services  may  be  provided  to  persons  who 
are  not  parties  to  this  agreement  only  upon 
the  following  conditions: 

a.  When  the  facility  has  a  capacity  In 
excess  of  the  reascmabie  needs  the  users, 
when  needed  by  such  persons  not  users  dur¬ 
ing  an  emergency  shortage,  or  when  such 
persons  are  neighboring  landosmers  to 
whom  no  other  source  of  llkf  service  Is 
equally  available;  and 

b.  When  such  service  Is  made  pursuant  to 
a  written  contract  consented  to  In  writing 
by  all  the  users  and  such  service  Is  paid  for 
at  rates  specified  In  said  contract. 


*  If  this  language  does  not  express  the  deci¬ 
sions  of  the  parties,  substitute  more  appro¬ 
priate  language  regarding  their  pro-rata  In¬ 
terests  and  their  responsibilities. 


7.  Each  user  hereby  grants  and  confirms  to 
every  other  tuser  named  herein  such  rlghts- 
of-way  across  any  of  the  lands  hereinafter 
described  as  may  be  necessary  to  enable  every 
us«r  to  convey  to  his  respective  lands  his 
pci^Mrtlonate  share  of  service  from  said 
facility,  or  from  any  facility  that  may  be 
constructed  to  replace  the  present  facility, 
together  with  a  right  of  Ingress  and  egress 
for  the  purpose  of  operating  and  maintaining 
the  facility  now  or  hereafter  Installed.* 

8.  A  manager  of  the  facility  shall  be  elected 
by  a  majority  of  the  users  at  the  regular 
annual  meeting  and  shall  serve  in  such 
capacity  for  a  period  of  one  year,  or  until 
his  successor  Is  elected.  A  meeting  for  Uie 
election  of  the  first  manager  shall  be  held 
within  30  days  after  the  effective  date  of 
this  agreement.  The  manager  shall  receive 

8 - per _ as  compensation. 

It  shall  be  the  duty  of  the  manager  to  keep 
all  minutes,  books,  accounts,  papers,  and 
records  In  connection  with  the  facility;  to 
supervise  the  operation,  maintenance,  repair, 
and  improvement  of  the  facility,  and  to 
<q>portlon  the  costs  thereof  and  notify  the 
users  in  writing  of  the  charges  payable  by 
them  respectively;  to  collect  such  charges; 
and  to  regulate  the  distribution  of  services 
among  the  users.  A  manager  may  be  re¬ 
moved  from  office  before  the  expiration  of  his 
term  and  a  successor  elected  tor  the  un- 
explred  portion  of  his  term  by  vote  of  a 
majority  of  the  users. 

9.  The  regular  annual  meeting  of  the  users 

shall  be  held  on  the _ day  of _ 

The  manager  shall  notify  all  users  of  the 
time  and  place  thereof,  by  written  notice 
to  each,  mailed  or  delivered  personally  at 
least  48  hours  before  the  annual  meeting. 
Special  meetings  may  be  called  at  any  time 
by  written  notices  thereof  signed  by  the  man¬ 
ager  or  by  at  least  two  users  and  delivered 
personally  or  by  mall  to  all  users  at  least 
48  hours  before  the  time  of  the  meeting. 
At  each  meeting,  a  majority  of  the  users 
shall  constitute  a  quorum,  and  at  each  meet¬ 
ing  the  manager  shall  preside. 

10.  This  agreement  may  be  amended  by  a 
majority  of  the  users  at  a  regular  annual 
meeting  or  at  any  ^leclal  meeting  called 
for  such  purpose. 

In  witness  whereof,  the  owners  of  Interest 
in  said  facility  have  signed  their  names  here¬ 
to  and  have  spedfled  their  Interests  In  the 
facility  as  shown  on  the  signature  pages  at¬ 
tached  hereto,  numbered  as  pages _ , _ _ 

_ , _ ,  and _ _ 

Signature  PAcr 

Party  No. 

(a)  Proportionate  Interest;  _ _ _ 

percent 

(b)  Land  which  Is  to  be  benefited  by  the 
facility  is  that  certain  parcel  or  parcels  of 

land  situated  In  the  County  of _ _ , 

State  of _ ,  consisting  of _ 

....  acres,  more  or  less,  and  more  particular¬ 
ly  described  as  follows; 

. .  19 _ 

(Dated) 


(User) 


(His  Wife) 
Acknowledgment 
Processino  Guide 

INSURED  FARMER  PROGRAM  (IFP)  LOANS 

This  Exhibit  outlines  the  basic  steps  in¬ 
volved  in  processing  a  loan  application  and 


■  This  term  will  be  deleted  when  easements 
cannot  or  will  not  be  granted  by  executloa  of 
the  Operating  Agreement. 
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IdentlflM  tb6  RnHA  fonxM  whtoti  rtKnuld  tM 
considered  for  use  et  esch  step  ss  eppropri- 
ste  for  the  different  Vsrmer  Progrem  loens. 

Consult  the  spproprlste  Forms  Msnusl  In¬ 
sert  (nO)  for  Instructions  for  completion, 
distribution,  end  procedure!  reference  for 
esch  form. 

Application  Processing 

A.  Application  Interview 

Review  eppUcent's  proposed  plan  of  op- 
Mwtlon  In  relation  to  PmHA  farmer  program 
loan  purposes  and  limitations. 

Begin  running  case  record. 


Provide  i^ipllcant  with  PmHA  forms  to  be 
completed  and  retiumed  which  are  needed  to 
determine  eligibility. 

Advise  applicant  of  other  Information  be 
must  obtain  and  provide  to  PmHA. 

Have  applicant  contact  other  creditors  ss 
possible  credit  sources  for  financing,  or  par¬ 
ticipating  In  the  financing,  of  the  proposed 
operation. 

The  following  PmHA  forms  will  be  made 
available  to  the  applicant,  or  used  by  the 
County  Supervisor.  Forms  designated  with 
an  “x’*  are  required  and  those  designated 
with  an  “*”  are  used  when  applicable. 


Form  No. 


Name 


EM  OL  FO  8W  RL 


410-1 

410-C 

410-8 

410-10 

4S1-1 

431-2 

431-4 

440-33 

440-34 

440-80 

440-81 

440-52 

440-53 

440-54 

440-85 

440- 56 
44088 

441- 22 
441-38 

443-3 

443-3 

443-4 


AppUcsUon  lor  FrallA  Services . x  *  x 

R^neet  (or  Verlfloation  of  Employment . *  *  * 

Applicant  Baference  Letter . •  •  • 

rfiva^  Act  Statement  to  References . •  •  • 

Long-Time  Farm  and  Home  Plan . . •  •  • 

Farm  and  Homo  Plan . x  x  x 

UuaineM  Analysis,  Nonagrlcultural  EDter|>rise _ _ •  •  • 

RetjuaHt  lor  Statement  of  Debts  and  Collaterals . •  •  • 

Option  to  Purchase  Real  Property . •  * 

Crop-Share-Cash  Farm  Lease . •  • 

Cr<x>41hare-Caah  Form  Lease  (With  Subordination  Agreement) . *  * 

Caso  Farm  Lease . •  • 

Cash  Farm  Lease  (With  Pulmrdination  Agreement) . . *  * 

Livestock-Share  Farm  Lease . •  • 

Livestoek-Share-Farm  Lease  (With  Sabordination  Agreement) _ *  * 

Annual  SnpplemHnt  to  Farm  Lease . *  • 

Estimate  <u  Settlement  Costs— “Settlement  Costs”  Booklet . .  • 

CerUflcation  of  Disaster  Losses . x  . . . 

ABCS  Verification  of  Farm  Production  History  and  Payments _ _ x 

Option  (or  Purchase  of  Farm,  Land  To  Be  Subdivided . *  * 

Assignment  of  Interest  in  Option  (Land  To  Be  Subdivided).. . *  * 

Designation  of  Assignee  of  Interest  in  Option  (Land  To  Be  Subdivided).  *  * 


B.  Field  visit 

Notify  applicant  of  planned  visit  and  Its 
purpose. 

Evaluate  the  resources  available  to  the  ap¬ 
plicant  and  their  adequacy  In  fulfiUlng  the 
requirements  of  the  proposed  plan  of  opera¬ 
tion,  taking  Into  consideration  development 
work  planned. 

Obtain  Information  needed  to  complete  re¬ 
quired  appraisals  (chattel  and  real  estate) . 


If  development  is  planned,  discuss  plans, 
specifications,  and  estimates. 

Hold  landlord-tenant  meeting,  if  neces¬ 
sary,  to  reach  an  agreMnent  on  the  terms  of 
the  lease,  resolve  any  problems,  etc.;  record 
In  running  case  recmtl. 

Determine  security  requirements  and  re¬ 
cord  In  running  case  record. 

The  following  PmHA  forms  will  be  used  as 
appropriate. 


Form  No. 


Name 


EM  OL  TO  8W  RL 


406-2  Notice  of  Visit .  x 

422-1  Appraisal  Report  (Fann  Tract) . x 

422-2  SupplemeDtal  Report. . . • 

422-3  Map  of  Property _ _ x 

422-10  Appraiser’s  Worksheet-Farm  Tracts _ _ ■. . . • 

424-1  Development  Plan . • 

424-2  Description  of  Materials . ■. . . . • 

440-13  Reprot  of  Lien  Search . . • 

440- 21  Appraisal  of  Chattel  Pro{>erty . • 

441- 26  County  Supervisor’sCalwIationsandVefincatioiiofQnalifying  Product-  x 

ion  Losses. 


C.  Eligibility  determination 

Obtain  all  needed  application  forms,  and 
other  Information  from  the  iqipllcant;  assist 
the  applicant  In  completing  these  forms 
and/or  in  obtaining  ne^ed  Information,  as 
necessary. 

Request  deed  or  other  evidence  of  title. 


Schedule  meeting  for  ooimty  committee, 
review  application  and  determine  eligibility. 

Infmm  applicant  of  the  results  of  com¬ 
mittee  action. 

The  following  FtaHA  frnms  will  be  used  as 
appropriate  In  accomplishing  the  above  ac¬ 
tions: 


Form  No. 

Name 

EM 

OL 

FO  SW  RL 

4flS-l 

• 

• 

• 

440-2 

County  CVnmnittee'CertiOcation  or  Reomnmendstion _ _ 

. X 

X 

XXX 

Docket  Preparation 

Obtain  all  Information  from  the  applicant, 
prior  llenh<fider(s).  landlord(s),  etc.  needed 
for  the  Kmux  docket  to  be  prepared. 

Check  to  assure  all  security  requirements 
have  been  or  will  be  met  by  loan  closing. 


Prepare  a  loan  narrative,  and  enter  It  Into 
the  running  case  record. 

The  foUowlng  RnHA  forms  will  be  com¬ 
pleted  and  utllined  as  necessary  In  prepar¬ 
ing  the  loan  docket  for  approval: 
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Form  No. 


Namt 


BM  OL  FO  8V  RI. 


«»-« 

437-8 

440-1 

440-4 

440-4A 

440-6 

440- 9 
440-15 
440-25/ 
440A25 
440-36 
44(M1 

440-41A 

440-43 

440- 46 

441- 5 
441-7 
441-8 

441- 10 
441-12 
441-13 
441-17 
441-18 
441  25 

443-12 

443-17 

443-18 

4t<2-19 


Nondiseriminatioo  Agraoment . . . 

Agreement  With  Prior  Lienholder... . 

K^ueet  (or  Obligation  o(  Funds . . . 

Security  Agreement  (Chattels  and  Crops) . 

Security  Agreement  (Crops) . 

Severance  Agreement . ... 

Supplementary  Payment  Agnement . 

Security  Amement  (Insureid  Loans  to  Individuals). 
Fimuiciug  Statement  . 


_ I 


1 


X  X 


Consent  and  Subordination  Agreement . • 

Disclosure  StaUnnent  (or  Loans  Secured  by  Heal  E.state . • 

Disclceure  Statement  tor  Loans  Not  Securrd  by  Koal  Estate . x 

Notice  o(  Right  To  Rescind .  x 

Knviroiunent  Impact  Asseswinent . * 

Subordination  Agreement . . * 

UL-EM  and  Other  Credit  Analysis.  . 

Assignment  ot  Proceeds  From  the  Sale  o(  Agricultural  Products . * 

Nondislurbance  Agreement .  * 

Agreement  (or  Disposition  o(  Jointly  Owned  Property . * 

Division  o(  Income  and  Nondisturbance  Agreement . • 

Certification  o(  Obligation  to  Landlord .  * 

(Consent  to  Payment  of  Proceeds  From  Sale  o(  Farm  Products .  • 

Assignment  of  Proceeds  from  the  Sale  of  Dairy  Products  and  Relca-se  of  • 
Security  Interest. 

Farm  Ownership  and  Individual  Soil  and  Water  Fund  Analysis.. . 

Agreement  To  »11  Nonessential  Real  Estate . • 

Recreation  Ix>an  Fund  Analysis . 

Characteristics  of  Approved  Applicants . 


•  • 


Loan  Approval  and  Closing 

A.  Loan  approval 

For  chattel  loan — file  financing  statement 
or  chattel  mortgage,  and  obtain  a  lien  search. 

For  real  estate  loan — request  preliminary 
title  opinion. 

Establish  loan  closing  conditions  and  en¬ 
ter  them  liFthe  running  case  record. 

Execute  and  distribute  all  forms  necessary 
for  loan  approval. 


B.  Loan  closing 

Request  needed  legal  services. 

Arrange  for  loan  closing  by  escrow  agent, 
designated  attorney,  or  other  authorlaed 
loan  closing  agent;  furnish  loan  closing  agent 
with  appropriate  Instructions,  forms,  and 
other  needed  Information  for  loan  closing. 

The  following  FmHA  forms  will  be  pro¬ 
vided  to  and  used  by  the  appropriate  loan 
closing  agent.  In  addition  to  those  forms 
listed  under  docket  preparation  which  must 
be  executed  by  the  borrower  or  other  party: 


Form  No. 


Name 


OL  FO  8W  RI 


140-4 

400-1 

400-3 

400-6 

4(e-i 

402-2 

402-5 

426- 2 

427- 1 
427-4 
427-5 
427-6 
427-9 

427-11 

440-16 

440-45 

440-59 

441-1 

448-9 


Transmittal  of  Documents . 

Equal  Opportunity  Agreement . 

Notice  to  Contractors  and  Applicants . 

Compliance  Statement . . . . 

Deposit  Agreement . . . 

Statement  of  Deposits  and  Withdrawals _ . 

Deposit  Agreement  (Non-FmHA  Funds) . 

Property  Insurance  Mortg^e  Clause . 

Real  Estate  Mortgage  or  Deed  of  Trust . 

Transmittal  of  Title  Information . 

Affidavit  of  Borrowers  (or  Transferees) . 

Affidavit  of  Sellers  (or  Transferors) . 

Preliminary  Title  Opinion . 

Warranty  Deed . 

Promissory  Note . 

Nondiscrimination  Certificate  (Individual  Housing! 

Settlement  Statement . 

Promissory  Note . . . . . 

Acceptance  of  Option . 


Exhibit  D 

EMCRCENCT  LOANS  SUPPORT  TEAMS,  REPCMtTINC 
NATURAL  DISASTERS,  AND  MAKING  IXiANS 
AVAILABLE 

I.  Purpose.  This  Exhibit  prescribes  the 
policies,  procedures,  and  guidelines  of  the 
Farmers  Home  Administration  (FmHA)  for 
Emergency  Loan  Support  Teams  (EL8T),  re¬ 
porting  natural  disasters,  and  making  Emer¬ 
gency  (EM)  loans  available. 

n.  Definitions.  The  following  definitions 
are  applicable  to  the  terms  used  In  this  Ex¬ 
hibit. 

A.  Designated  counties  or  similar  areas. 
(Applies  to  EM  loans  only) .  This  term  means 
a  county,  or  similar  political  subdivision  In 
which  EM  loans  are  authorized  to  be  made 
under  designation  by  the  Federal  Disaster 
Assistance  Administration  (FDAA)  pursuant 
to  a  Presidential  declaration  of  a  major  dis¬ 
aster  or  emergency;  under  designation  by 
the  Secretary  of  Agriculture  based  on  damage 
caused  by  a  natural  disaster  which  substan¬ 
tially  affect  fanning,  ranching,  or  aquacul¬ 
ture  operations;  and  when  authorized  by 
the  State  Director  without  a  formal  designa¬ 


tion  when  25  or  less  farming,  ranching,  or 
aquaculture  operations  are  substantially  af¬ 
fected  by  a  natural  disaster. 

B.  Disasters.  1.  Major  disaster.  Any  disaster 
In  any  part  of  the  United  States  which.  In 
the  determination  of  the  President,  causes 
damage  of  sufficient  severity  and  magnitude 
to  warrant  major  disaster  assistance  above 
and  beyond  normal  emergency  services  by  the 
Federal  Ooverument,  to  supplement  the  ef¬ 
forts  and  available  resources  of  States,  local 
government,  and  disaster  relief  organizations 
in  alleviating  the  damage,  loss,  hardship,  or 
suffering  caused  thereby. 

2.  Natural  disaster.  A  natural  disaster  as 
determined  by  the  Secretary  of  Agriculture 
when  designating  EM  loan  areas,  or  by  an 
FmHA  State  Director  when  he  authorizes  the 
making  of  EM  loans.  Natural  disasters  can  be 
caused  by  such  natural  phenomena  as  hur¬ 
ricanes,  tornadoes,  cyclones,  excessive  rain¬ 
fall,  floods,  earthquakes,  blizzards,  freezes, 
electrical  storms,  snowstorms,  drought,  ex¬ 
cessively  high  temperatures,  and  hall;  In- 
se<ri«  where  abnormal  weather  contributed 
Bubstantl%lly  to  the  spreading  and  flourish¬ 
ing  of  such  insects;  fires  resulting  from 


lightning,  and  fires  of  other  origins  which 
could  not  be  controlled  because  of  abnormal 
weather;  and  plant  and  animal  diseases 
where  abnormal  weather  contributed  sub¬ 
stantially  to  such  diseases  spreading  Into 
epidemic  stages. 

8.  Presidential  Cmergencg.  Any  disaster  in 
any  part  of  the  United  States  which  Is  of 
such  magnitude  that  the  President  makes 
a  declaration  which  requires  Federal  emer¬ 
gency  assistance  to  supplement  State  and 
local  efforts  to  save  lives  and  protect  prop¬ 
erty,  public  health  and  safety,  or  to  avert  or 
lessen  the  threat  of  a  disaster. 

4.  Quali/ging  disaster.  A  major  disaster. 
Presidential  Emergency,  or  natural  disaster 
declared  by  the  Secretary  of  Agriculture,  or 
the  State  Director,  including  designations 
made  for  an  emergency  drought  Impact  area 
for  which  EM  loans  are  made  available. 

C.  Incidence  period.  This  term  means  the 
specific  time  frame  established  for  the  occur¬ 
rence  of  the  qualifying  disaster. 

D.  V8DA  Kmergencg  Board.  This  term 
means  State  (SEB)  and  County  (CEB)  Emer¬ 
gency  Board.  There  Is  a  United  States  Depart¬ 
ment  of  Agriculture  (USDA)  Emergency 
Board  to  serve  every  State  and  County  (or 
comparable  subdivision)  in  the  United 
States,  Puerto  Rico,  and  the  Virgin  Islands. 
The  boards  coordinate  USDA  State  or  CJoun- 
ty  activities  relating  to  defense  preparedness 
and  natural  disaster  programs.  Members  of 
the  SESs  represent  those  USDA  agencies 
which  have  major  emejgency  responsibilities 
In  the  field;  Agricultural  Stabilization  and 
Conservation  Service  (ASCS);  Cooperative 
Extension  Service,  FmHA.  Soil  Conservation 
Service,  Animal  and  Plant  Health  Inspection 
Service,  Forest  Service,  and  Statistical  Re¬ 
porting  Service.  The  CESs  are  composed  of 
representatives  of  the  first  four  of  these 
Agencies,  with  additional  representation  as 
available  or  warranted.  The  ASCS  member 
usually  chairs  the  board.  The  SEB's  and  the 
CEB's  natural  disaster  responsibilities  are 
conUlned  In  "USDA  EMERGENCY  OPERA¬ 
TIONS  HANDBOOK  (EOH)."  A  copy  of  the 
EOH  Is  available  for  Inspection  at  any  State 
and  County  Office  of  the  FmHA  or  ASCS  and 
in  the  National  Office  of  FmHA  at  14th  and 
Independence  Avenue,  SW.,  Washington,  DC 
20980. 

E.  Substantially  affected.  This  term  means 
a  natural  disaster  that  has  had  an  Impact 
on  farming,  ranching,  or  aquaculture  opera¬ 
tions  to  the  extent  that  Federal  assistance  is 
necessary  to  supplement  normal  assistance 
available  In  the  area  to  permit  such  opera¬ 
tors  to  continue  their  operations  on  a  sound 
basis.  This  judgment  determination  will  be 
made  after  studying  the  number  of  farmers 
affected  and  the  dollar  amount  of  physical 
and/or  production  losses  reflected  on  the 
Damage  Assessment  Report  (DAR). 

ni.  FmHA  Emergency  Loan  Support  Teams 
(ELST) .  A.  Purpose  and  use.  Each  State  Di¬ 
rector  shall  form  an  EL8T  to  be  deployed, 
when  needed.  In  areas  affected  by  a  major 
disaster.  Presidential  emergency,  or  a  natural 
disaster.  Such  EIBT  shall  assist  the  State  Di¬ 
rector  In  expediting  the  administration  of  his 
responsibilities  in  making  EM  loans  avail¬ 
able  to  victims  of  disasters. 

1.  An  ELST  is  to  be  used  when  a  disaster 
is  of  such  a  nature  as  to  warrant  immediate 
attention  by  FmHA  in  implementing  the 
BM  loan  program  or  when  such  unusually 
large  numbers  of  EM  loan  applications  are 
received  that  personnel  from  other  areas  are 
required  to  be  temporarily  assigned  to  as¬ 
sist  In  rendering  prompt  service  to  the  af¬ 
fected  area. 

2.  State  Directors  shall  use  the  ELST 
formed  in  their  State  (s)  and  all  other  State 
personnel  to  meet  the  conditions  described 
In  paragraph  HIAl  of  this  Exhibit.  If  help 
Is  needed  In  addition  to  that  available  In 
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the  State.  Including  temporary  personnel, 
the  State  Director  shall  adTtoe  the  National 
Office  at  his  needs. 

3.  Upcm  request  of  a  State  Director,  the 
Administrator  will  consider  detailing  an 
E1,ST  from  other  States  to  assist  In  the  mak¬ 
ing  of  EM  loans. 

B.  Composition.  An  ELST  will  consist  ot  a 
team  leader  and  team  members. 

1.  The  team  leader  and  Indlrldual  mem¬ 
bers  shall  be  PmHA  employees  selected  by 
the  State  Director. 

2.  In  order  that  no  one  person  or  County 
Office  iinlt  bears  an  unfair  burden,  team 
members  will  be  rotated  from  time  to  time. 
This  Will  also  provide  training  In  EM  loan 
making  to  all  County  SupervlsOTs.  The  Dis¬ 
trict  Director  Is  responsible  for  notifying  the 
State  Director  of  any  need  to  change  a  team 
member  within  his  district  for  any  reason. 

C.  Traininff.  ELST  will  be  trained  as  fol¬ 
lows; 

1.  The  National  Office  will  hold  a  training 
meeting  or  workshop  for  ELBT  leaders  as 

2.  State  ELST  leaders  are  responsible  for 
training  and  keeping  the  State  team  and  all 
other  personnel  In  the  State  current  and 
informed  on  all  phases  of  KM  loan  making. 

D.  State  supplements.  Bach  State  Director 
will  Issue  a  State  supplement  establishing 
an  EliST  for  his  SUte(s).  This  supplement 
will  name  the  team  leader  and  all  members. 
A  copy  of  this  supplement  will  be  sent  to 
the  National  Office,  Attention;  Director, 
Emergency  Loan  Division. 

IV.  Reporting  natural  disasters.  A.  J»ur- 
pose.  The  ptirpose  of  reporting  natural  dis¬ 
asters  Is  to  provide  a  systematic  procedure 
for  rapid  reporting  of  natural  disasters  which 
may  result  In  a  need  for  EM  loans  In  an  area. 

B.  Action.  Immediately  after  the  occur¬ 
rence  of  a  natural  disaster  the  following  ac¬ 
tion  will  be  taken; 

1.  Itie  County  Supervisor  will  report  Im¬ 
mediately  to  the  CEB,  the  occurrence  of  any 
natural  disaster  causing  property  loss,  dam¬ 
age.  or  Injury,  Including  production  losses, 
in  his  County  Office  area,  regardless  of 
whether  EM  loans  will  be  needed.  He  will 
assist  the  CEB  In  preparing  the  repmii  re¬ 
quired  In  paragraph  TVB2  of  this  Exhibit. 
If  the  CEB  has  not  completed  a  24-bour 
report  within  two  wmkdays  afta  a  disas¬ 
ter,  the  County  Supervisor  will  repm^  to  the 
State  Dlrectm*  on  Form  FmHA  441-27,  "Re- 
part  ot  Natural  Disaster.”  In  \irgent  situ¬ 
ations  the  report  may  be  made  by  t^^hone 
followed  by  the  CEB  report  or  Form  FmHA 
441-27.  The  CEB  report  mr  Form  FmHA  441- 
27  will  be  based  on  Information  obtcdned 
from  personal  knowledge  and  from  farmers, 
agricultural  and  oommimlty  leaders,  rep¬ 
resentatives  of  other  agricultural  agenclee. 
agricultural  lenders,  and  from  any  other 
reliable  source.  The  County  Supervlsw  will 
advise  the  Chairman  the  CEB  of  any 
Information  he  has  on  the  disaster,  and 
also  provide  him  with  a  copy  of  Form  FmHA 
441-27,  If  prepared. 

2.  TTxe  CEB  will  report  the  natural  dis¬ 
aster  In  accordance  with  paragraphs  68  and 
70  of  the  EOH  to; 

a.  The  SEB,  and 

b.  Appropriate  County  govermnent  repre¬ 
sentative. 

a.  The  SEB  provides  copies  of  the  report 
to; 

a.  USDA  Washington— (ABCS,  FmHA,  and 
Office  of  Intergovernmental  Affairs). 

b.  Governor’s  Emergency  Co(»dlnator  and 
State  Department  of  Agriculture. 

c.  SEB  members. 

4.  The  State  Director  will  infmm  the  Na¬ 
tional  Office  of  each  natural  disaster  as  soon 
as  possible.  He  will  forward  copies  of  the 
CEB  report  on  Kim  FmHA  441-27,  with 
any  attachments  to  the  National  Office.  The 


CEB  report  or  Form  FmHA  441-27  will  be 
supplemented  by  his  comments.  Including 
any  additional  Information  ha  may  hasa, 
and  his  reoommsndatlon  as  to  the  nnm- 
ber  of  farmers,  ranchers,  or  aquaculture 
operators  affected  by  the  disaster.  In  urgent 
situations  he  should  report  to  the  National 
Office  by  telephone  and  Immediately  there¬ 
after  send  a  written  report.  The  State  Di¬ 
rector  will  advise  the  SEB  Chalrmait  of  any 
additional  information  he  receives  on  the 
natural  disaster. 

5.  When  the  National  Office  Is  advised  by 
a  State  Director  of  the  occurrence  a  nat¬ 
ural  disaster,  the  PmHA  Administrator  sdll 
advise  the  Office  of  the  Secretary  of  Agri¬ 
culture  of  the  natural  disaster  and  of  any 
action  taken  or  planned  by  the  FmHA.  The 
National  Office  will  also  provide  the  same 
Information  to  members  of  Congress  and 
the  FDAA,  If  so  requested. 

6.  When  inquiries  are  received  from  vic¬ 
tims  of  natmal  disasters  before  the  area 
Is  designated  by  the  Secretary  of  Agiicul- 
tme  or  before  EM  loans  are  authorised  by 
a  State  Director,  the  following  actions  wUl 
be  taken; 

a.  Victims  of  natural  disasters  whose  In- 
qturles  are  received  by  the  county  offices 
will  be  advised; 

(1)  That  EM  loam  are  not  available  at 
this  time. 

(2)  As  to  what  assistance  would  be  avail¬ 
able  If  EM  loans  are  authorized  for  the  area. 

(3)  That  they  may  file  an  application  tor 
ah  EM  loan  or  wait  to  file  If  EM  loans  are 
authorized  at  a  later  date.  However,  they 
must  understand  that  the  application  cannot 
be  processed  until  EM  loans  are  authorized. 
Frequently,  the  credit  needs  of  an  Individual 
can  be  met  under  regular  FmHA  programs 
If  EM  loans  are  not  authorized. 

b.  If  the  Inquiry  Is  received  In  either  a 
State  or  the  National  Office,  the  Individual 
will  be  advised  In  accordance  with  paragraph 
rv  B  6  a  of  this  Exhibit  and  referred  to  the 
appropriate  county  office. 

7.  The  action  stated  In  paragraph  IV  B  of 
this  Exhibit  will  be  taken  even  If  the  Gov¬ 
ernor  of  the  State  has  requested  the  Presi¬ 
dent  to  declare  the  county  a  major  disaster 
or  emergency  area. 

8.  When  county  governing  bodies  or  In¬ 
dian  Tribal  Councils  Inquire  concerning  the 
designation  of  an  area,  they  will  be  advised 
of  the  procedure  for  making  EM  loans  avail¬ 
able  as  contained  m  paragraph  V  of  this 
Exhibit.  Individuals  will  be  advised  of  the 
procedure  for  designation  and  asked  to  dis¬ 
cuss  the  need  for  emergency  designation  of 
the  area  with  his  representative  of  the  local 
governing  body  which  Includes  Indian  Tribal 
CoimcUs. 

V.  Making  SM  loans  available.  EM  loans 
will  be  made  available  m  counties  named  by 
FDAA  as  tilglble  for  Federal  assistance  under 
a  major  disaster  or  emergency  declaration  by 
the  President,  m  counties  designated  by  the 
Secretary  of  Agriculture  Including  designa- 
tkms  made  for  an  emergency  drought  Im¬ 
pact  area,  and  In  coimties  authorized  by  the 
State  Director. 

A.  Declaration  by  the  President.  Designa¬ 
tion  by  the  Secretary  of  Agriculture  is  not 
necessary  for  making  EM  loans  available  In 
counties  determined  by  FDAA  to  be  eligible 
for  Federal  assistance  under  a  major  disaster 
or  emergency  declaration  by  the  President. 
Therefore,  when  there  Is  a  Presidential  major 
disaster  mr  emergency  declaration,  the  Na¬ 
tional  Office  win  notify  the  State  Director 
and  the  Director  of  the  Finance  Office. 
The  notification  wiU  specify  the  type 
of  disaster;  the  names  of  the  county 
or  counties  determined  by  the  FDAA 
to  be  eligible  for  Federal  assistance; 
the  termination  dates  for  ~  receiving  KM 
applications;  the  Incidence  period  for  the 
disaster  or  emergency;  the  major  disaster 


(MDDN— Example ;  M601)  or  Presidential 
emergency  (PKDN— Example;  P103)  declaia- 
tton  number;  and  the  date  loan  activity 
reporting  wUI  commence.  Bach  Senator  and 
Congressman  representing  the  area  Involved 
wm  be  notified  slmtiltaneously  of  the  action 
taken. 

1.  State  Director.  The  State  Director  will 
notify  the  appropriate  County  Supervisor 
Immediately  and  Instruct  him  to  make  EM 
loans  available.  Notification  will  be  con¬ 
firmed  by  a  State  supplnnent  or  a  revision 
thereof.  The  State  Director  will  also  notify 
the  SEB  Chairman  In  writing  and  will  make 
siich  public  announcements  as  appear  to  be 
appropriate.  Including  notification  of  Indian 
Tribal  Council's  news  media. 

2.  County  Supervisor.  Immediately  upon 
receiving  notice  about  counties  under  his 
Juiisdlotlon,  the  County  Supervisor  will  no¬ 
tify  the  appropriate  CEB  Chairman  and 
make  such  public  announcements  as  appear 
to  be  iq>propr1ate.  Including  notification  of 
the  Indian  Tribal  Council’s  news  media.  Also, 
the  County  Supervisor  will  explain  the  as¬ 
sistance  available  under  the  EM  loan  pro¬ 
gram  to  agricultural  lenders  and  leaders  In 
the  area.  Including  Indian  agricultural  lend¬ 
ers  and  leaders. 

3.  408  Grant.  This  Is  an  agreement  be¬ 
tween  the  State  and  Federal  Government  to 
provide  grants  for  those  suffering  damages 
and  losses  to  housing  and  personal  property 
who  are  Ineligible  for  disaster  locm  assistance 
through  the  FmHA  and/or  SBA. 

a.  The  State  Director  will  provide  the 
County  Supervisor  with  the  address  and 
phone  number  of  the  nearest  FDAA  office  In 
the  supervisor’s  area. 

•  b.  At  the  dose  of  business  each  sreek  the 
County  Supervisor  will  forward  a  list  of 
applicants  with  physical  losses  that  do  not 
qualify  for  EM  loans  to  the  FDAA  office  in 
his  area. 

B.  Designation  by  the  Secretary  of  Agri¬ 
culture.  1.  The  Secretary  of  Agriculture  may 
designate  a  county  as  an  EM  loan  area  when: 

a.  Unusual  and  adverse  weather  conditions 
have  resulted  In  severe  inoduetlon  losses 
and/or  damage  or  losses  to  livestock,  farm 
machinery,  farmland,  buildings,  or  aqua¬ 
culture  operations; 

b.  A  natural  disaster  has  substantially  af- 
f^ted  farming,  ranching,  or  aquaculture 
operations  and  more  than  26  farmers  have 
been  affected; 

c.  He  receives  a  formal  request  for  desig¬ 
nation  from  the  Governor  of  the  State  or 
without  such  request  when  he  has  sufficient 
iufmrmation  to  warrant  a  designation;  and 

d.  The  request  for  designation  has  been 
made  within  6  months  from  the  last  day 
of  the  occurrence  of  the  natural  disaster. 

2.  A  Governor’s  request  tor  EM  loan  area 
designation  will  be  sent  to  the  Secretary  of 
Agriculture  with  a  copy  of  the  request  to 
the  FmHA  State  Director.  Upon  receiving  the 
Governor's  request,  the  Administrator, 
FmHA,  will  immediately  take  the  following 
actions: 

a.  Acknowledge  the  Governor’s  letter  on 
beltalf  the  Secretary. 

b.  Advise  the  FmHA  State  Director  of  the 
request  by  phone.  The  State  Director  shall 
thereafter  send  the  Administrator,  Atten¬ 
tion:  Director,  Kmergency  Loan  Division,  a 
monthly  report  of  the  action  taken  on  the 
request,  an  estimate  of  the  situation,  and 
the  estimated  time  in  which  complete  in¬ 
formation  will  be  available.  The  GovNnor 
will  be  advised  by  the  National  Office  If  there 
will  be  any  delay  In  processing  his  request, 
the  reason  tor  the  dday.  and  when  action 
will  be  taken. 

8.  Upon  reviewing  his  copy  of  the  Gover¬ 
nor’s  request  or  notification  from  the  Na- 
ticmal  Office,  the  State  Director  will  Immedi¬ 
ately  take  the  following  actions: 
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a.  Advise  the  SEB  Chairman  that  a  DAR 
U  needed  In  accordance  with  the  BOH.  for 
the  requested  county  ch*  counties.  The  State 
Director  will  request  the  SEB  Chairman  to 
ask  the  CEB  Chairman  to  Invite  the  county 
governing  body  members  of  Indian  Tribal 
Councils,  or  the  Tribal  Councils'  designated 
representative  to  participate  In  the  CEB 
meeting.  The  SEB  Chairman  will  ask  the 
CEB  Chairman  to  have  bis  DAR  in  by  a 
^>eclflo  date. 

b.  Advise  the  County  Supervisor  (s)  of  the 
request  and  remind  him  of  bis  responsibility 
to  assist  the  CEB  In  preparing  the  DAR. 

4.  The  CEB  meets  and  prepares  the  DAR 
In  accordance  with  the  EOH.  The  county  gov* 
ernlng  body,  and  members  of  Indian  Tribal 
Councils  or  their  designated  representative 
will  be  encouraged  to  attend  the  CEB  meet¬ 
ing.  The  completed  DAR  will  be  sent  to  the 
SEB  Chairman. 

5.  When  a  DAR  has  been  prepared  by  a 
CEB  and  sent  to  the  SEB,  the  County  Super¬ 
visor  will  also  provide  the  following  addi¬ 
tional  InfcMmatlon  to  the  State  Director, 
as  agreed  upon  by  the  CEB. 

Attachment  to  DAR  dated: _ 19 - 

State:  _ County: _ 

samber  of  Farms  with  Production  Loss: 

100%  loss— . . . . 

90  to  99  %  loss— . . . 

80  to  89  %  loss — - 

70  to  79  %  loss — _ 

60  to  69  %  loss— . . . 

50  to  69  %  loss— . — — ' 

40  to  49  %  loss— . . . 

30  to  39  %  loss— . - . . 

20  to  29  %  loss— . . . 

less  than  20  %  loss— _ 

Number  of  Farms  with  Physical  Loss; 

Major  Loss — _ 

Minor  Loss — _ 


(Coimty  Supervisor) 

6.  The  SEB  Chairman  shall  edit  each 
county  DAR  as  necessary  In  cooperation  with 
FmHA  and  other  board  members  as  appro¬ 
priate  and  sign  the  form.  The  SEB  Chair¬ 
man  will  provide  the  State  Director  a  cc^y 
of  the  completed  DAR. 

7.  When  the  State  Director  receives  a  copy 
of  the  completed  DAR  from  the  SEB  Chair¬ 
man,  he  will  attach  the  additional  Informa¬ 
tion  received  from  the  County  Supervisor 
In  accordance  with  paragraph  V  B  6  of  this 
Exhibit,  review  each  DAR  with  attachment, 
and  take  one  of  the  following  actions: 

a.  Refer  the  DAR  to  the  National  OfBce, 
Attention:  Director,  Emergency  Locm  Divi¬ 
sion.  by  letter,  recommending  the  county  tor 
designation  and  providing  his  comments. 
These  comments  should  Indicate  his  views 
on  the  entire  situation  as  It  relates  to  the 
need  for  EM  loans  as  a  direct  result  of  the 
natural  disaster. 

b.  Refer  the  DAR  to  the  National  Office, 
Attention:  Director,  Emergency  Loan  Divi¬ 
sion,  by  letter,  recommending  that  a  desig¬ 
nation  not  be  made  and  the  reasons  for  the 
recommendation.  The  National  Office  will  ad¬ 
vise  the  Secretary  of  Agriculture  of  the  rea¬ 
sons  for  not  recommending  the  area.  The 
Secretary  will  advise  the  Oovemor  of  the 
rejection. 

c.  When  loans  are  needed  and  not  more 
than  25  farmers  In  a  county  have  been  af¬ 
fected,  the  State  Director  may  autbcn-lze  EM 
loans  In  accordance  with  paragraph  V  C  of 
this  Exhibit. 

8.  The  National  Office  will  review  the  In¬ 
formation  furnished  by  the  State  Director 
and  send  It  to  the  Secretary  with  the  rec¬ 
ommendation  for  designation  or  rejection. 

9.  When  a  county  Is  designated  by  the 
Secretary  at  Agriculture,  the  National  Office 
will  notify  the  State  Director  and  the  Di¬ 
rector  of  the  Finance  Office.  The  notification 


win  specify  the  type  of  disaster;  the  county 
or  counties  designated;  the  termination 
dates  for  receiving  EM  loan  applications;  the 
incidence  period  for  the  disaster;  the  Secre¬ 
tarial  Disaster  Designation  Number  (SDDN) 
(Example!  Aao6) ;  and  the  date  loan  activity 
reporting  wlU  commence.  The  Oovernor  of 
of  the  State  and  each  Senator  and  Congress¬ 
man  representing  the  area  Invc^ved  will  be 
notified  simultaneously  of  the  action  taken. 

a.  The  State  Director  will  Immediately 
notify  the  appropriate  County  Supervisors. 
This  notification  will  be  confirmed  by  a  State 
supplement  or  a  revision  thereof.  The  State 
Director  will  also  notify  the  SEB  Chairman, 
in  writing,  and  make  such  public  announce¬ 
ments  as  appear  to  be  appropriate. 

b.  Immediately  upon  receiving  notice  of 
the  designation  of  the  county  or  counties 
under  his  Jurisdiction,  the  County  Supervisor 
will  notify  the  appropriate  CEB  Chairman 
and  make  appropriate  public  announcements 
Including  notification  of  the  Indian  Tribal 
Council's  news  media.  Also,  the  County  Su¬ 
pervisor  will  explain  the  assistance  available 
under  the  EM  loan  program  to  agricultural 
lenders  and  leaders  In  the  area  Including 
Indian  agricultural  lenders  and  leaders. 

C.  State  Director  authorizations.  IS  the 
State  Director  finds  in  any  county  that  the 
requirements  of  paragraphs  V  B  1  a,  b,  and 
d  of  this  Exhibit  are  met,  except  that  25  or 
leas  farmers  have  been  substantially  affected 
by  the  natural  disaster,  EM  loans  may  be 
authorized  by  the  State  Director.  The  au¬ 
thority  to  make  EM  loans  available  by  the 
State  Director  will  only  be  exercised  after 
the  Oovemor.  or  the  coimty  governing  body 
or  Its  authorized  representative,  or  an  In¬ 
dian  Tribal  Council  or  Its  authorized  repre¬ 
sentative  has  made  a  formal  written  request 
for  such  action  to  the  State  Director  and  be 
has  given  prior  notice  to  the  National  Office 
by  telephone.  This  authorization  may  not  be 
used  to  make  EM  loans  available  Immediately 
In  anticipation  of  a  later  designation  by  the 
Secretary  of  Agriculture  based  on  the  same 
natural  disaster. 

1.  The  State  Director  Authorization  Num¬ 
ber  (SDAN)  (Example:  N186.  termination 
dates  for  receiving  EM  loan  applications,  the 
date  loan  reporting  will  commence,  and  the 
incidence  period  for  the  disaster  will  be  es¬ 
tablished  by  the  National  Office  when  the 
prior  telephone  notice  Is  given. 

2.  Applications  for  EM  loans  will  be  re¬ 
ceived  by  County  Supervisors  only  after  au¬ 
thorization  by  the  State  Director  except  as 
provided  in  paragraph  IV  B  6  a  (3)  of  this 
Exhibit. 

3.  The  State  Director  will  send  to  the  Na¬ 
tional  Office  a  copy  of  this  authorization  let¬ 
ter  written  to  the  County  SupervlscMr:  the 
DAR  and  attachment;  and  the  formal 
written  request  from  the  Oovemor,  or  the 
county  governing  body  or  Its  authorized  rep¬ 
resentative,  or  an  Indian  IVlbal  Council. 

4.  The  National  Office  will  notify  the  Sec¬ 
retary  of  Agriculture  and  the  Director,  Fi¬ 
nance  Office,  of  the  action  taken  by  the  State 
Director. 

6.  The  State  Director  will  direct  appro¬ 
priate  County  Supervisors  to  take  EM  loan 
applications  In  the  coimty  or  counties  he  has 
authorized.  Simultaneously,  he  will  notify 
the  SEB  Chairman.  The  State  Director  will 
also  make  appropriate  public  announce¬ 
ments. 

6.  Immediately  upon  receiving  notice  of 
the  State  Director's  authorization  of  loans 
for  a  county  or  counties  under  his  Jurisdic¬ 
tion.  the  County  Supervisor  will  notify  the 
appropriate  CEB  Chairman  and  make  appro¬ 
priate  public  announcements.  He  will  also 
explain  the  assistance  available  under  the 
EM  loan  program  to  agricultural  lenders 
and  leaders  In  the  area. 


D.  Continuinff  disaster  conditions.  When  a 
need  occurs  tor  EM  loans  resulting  from  a 
subsequent  natural  disaster,  or  the  continua¬ 
tion  of  a  natural  disaster  In  any  area  pres¬ 
ently  designated  for  EM  loans  under  para¬ 
graphs  V  A.  B,  or  C  of  this  Exhibit,  such  need 
may  be  met  by  completing  one  of  the  follow¬ 
ing  actions: 

1.  Declaration  by  the  President.  EM  loans 
are  made  available  In  counties  determined  by 
FDAA  to  be  eligible  for  Federal  assistance 
under  a  major  disaster  or  emergency  declara¬ 
tion  by  the  President  without  establishing 
that  a  substantial  number  of  farmers,  ranch¬ 
ers,  or  aquaculture  operations  have  been  af¬ 
fected.  The  conditions  which  led  to  the  major 
disaster  or  emergency  declaration  may  extend 
beyond  the  Incidence  period  established  by 
FDAA  or  have  been  prolonged  In  the  same 
area  by  a  new  natural  disaster  which  afiect.s 
the  same  crops,  livestock,  or  aquaculture  op¬ 
erations  during  the  same  crop  year.  Under 
such  circumstances,  the  Secretary  of  Agri¬ 
culture  may  designate  the  area  as  a  natural 
disaster  area  under  paragraph  VB  of  this  Ex¬ 
hibit  and  establish  an  incidence  period  com¬ 
mencing  on,  or  subsequent  to,  the  date  of 
the  commencement  of  the  Incidence  period 
for  the  major  disaster  or  emergency  declara¬ 
tion.  provided  the  requirements  of  paragraph 
VB  of  this  Exhibit  are  met.  In  those  cases, 
the  Secretary  will  establish  a  new  termina¬ 
tion  date  for  the  Incidence  period  for  the  na¬ 
tural  disaster  extending  beyond  the  termina¬ 
tion  date  originally  established  for  the  major 
disaster  or  emergency  declaration.  He  may 
also  establish  new  termination  dates  for  ac¬ 
cepting  applications  In  connection  with  a 
designation  under  paragraph  VD  of  this  Ex¬ 
hibit. 

2.  Designation  by  the  Secretary  of  Agricul¬ 
ture  and  State  Director  authorization.  Cer¬ 
tain  types  of  natural  disasters  which  affect 
farming  such  as  drought,  floods,  and  Insect 
Infestation,  may  extend  beyond  the  Incidence 
period  established  In  connection  with  a 
Secretarial  designation  pursuant  to  para¬ 
graph  VB  of  this  Exhibit  or  a  State  Dlrec- 
tOT's  authorization  pursuant  to  paragraph 
VC  of  this  Exhibit.  Furthermore,  the  disaster 
conditions  whlolb  led  to  the  original  designa¬ 
tion  may  be  prolonged  Inthe  same  area  by  a 
new  natural  disaster  which  affects  the  same 
farming  operation  during  the  same  crop  year. 
Under  these  circumstances,  additional  au¬ 
thorization  by  the  Secretary  Is  not  necessary 
to  extend  the  Incidence  period  and/or  termi¬ 
nation  dates  to  cover  the  continuing  or 
subsequent  natural  disaster.  To  extend  the 
designation  and/or  termination  dates  the 
following  actions  must  be  taken: 

a.  The  County  Supervisor  will  advise  the 
State  Director  of  any  continuing  or  subse¬ 
quent  natural  disaster  and  provide  him  with 
the  CEB  report  or  Form  FmHA  441-27. 

b.  The  State  Directed  will  request  the  Na¬ 
tional  CMlce  by  letter  for  an  extension  of  the 
designation  and/or  termination  dates. 

c.  If  the  request  Is  Justified,  the  National 
Office  can,  by  letter  or  telegram,  authorize 
the  extension  of  the  Incidence jierlod  for  the 
designation  and  establish  a  new  termination 
date(s)  for  receiving  applications  or  author¬ 
ize  establishment  of  new  termination 
date(s).  However,  In  areas  authorized  by 
State  Directors,  extensions  may  not  be  au¬ 
thorized  if  such  extensions  will  result  In 
more  than  25  farmers  In  any  one  county  hav¬ 
ing  had  losses  from  the  same  disasters. 

E.  Designation  of  an  Emergency  Drought 
Impact  Area  (EDI A).  1.  The  Interagency 
Drought  Emergency  Coordinating  Commit¬ 
tee,  pursuant  to  a  Memorandum  of  Agree¬ 
ment.  may  designate  an  EDIA  as  eligible  for 
EM  loan  assistance. 

2.  FmHA  Is  authorized  to  make  EM  loans 
under  such  an  EDIA  designation.  EM  loans 
may  be  made  under  this  Subpart  (except  for 
the  provisions  of  }  904.107  (a)  (21)  and  Part 
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1888  of  t/bls  Chapter  (FmHA  Instruction 
440.3) .  A  drought  designation  number  will  be 
assigned  for  each  separate  designation. 

3.  When  an  EDIA  Is  designated,  the  meth¬ 
ods  for  designation  under  paragraphs  V  A,  B, 
C  and  D  of  this  Exhibit  will  not  apply. 

Exhibit  E 

MEMORANDUM  OF  UNDERSTANDING — FHA-PCA 

1. ^Introduction.  The  capital  requirements 
In  agriculture  In  the  future  necessitate  find¬ 
ing  every  means  possible  to  provide  adequate 
credit  for  farmers — particularly  young  farm¬ 
ers — many  of  whom  are  now  unable  to  obtain 
long-term  real  estate  loans.  The  Farmers 
Home  Administration  over  the  years  has 
broadened  Its  farm  ownership  loan  policies 
so  that  private  or  cooperative  lenders  and 
the  Farmers  Home  Administration  can  make 
loans  to  the  same  borrower  on  the  same 
security.  The  experience  of  the  Farmers  Home 
Administration  (FHA)  and  the  Federal  Land 
Bulk  (n<B)  has  been  favorable  when  FHA 
farm  ownership  loans  have  been  made  to 
farmers  and  ranchers  on  liens  Junior  to 
long-term  real  estate  loans  held  by  the  FLBs. 
A  thorough  understanding  by  all  of  the  prin¬ 
cipals  involved  of  the  lending  policies  and 
objectives  of  the  FHA.  FIjB  and  Federal  Land 
Bank  Association  (FIjBA)  Is  essential  to  bet¬ 
ter  serve  farmers  and  ranchers  who  seek 
agricultural  credit.  Many  farm  families  are 
unable  to  obtain  adequate  credit  because  of 
the  general  tightening  of  availability  of  long¬ 
term  real  estate  loans.  The  demand  for  long¬ 
term,  low  equity  loans  fu  exceeds  the  sup¬ 
ply  of  funds  available. 

The  Farmers  Home  Administration  and 
the  Farm  Credit  Administration  hereby  agree 
that  FLBs  and  FHA  State  Directors  may 
enter  Into  memorandums  of  understanding 
concerning  the  simultaneous  processing  of 
Initial  farm  ownership  loans  by  the  FHA 
and  long-term  real  estate  loans  by  the  FLB 
to  a  mutual  borrower.  It  Is  further  agreed 
that  the  Fl,B  will  make  first  Hen  loans  on 
farm  real  estate  which  It  considers  soimd 
to  farmers  who  ue  or  v^U  be  FHA  borrow¬ 
ers.  The  FHA  will  subordinate  Its  mortgage 
to  the  FLB  lien  when  the  FLB  lotm  Is  made 
for  purposes  which  ue  authorized  for  FHA 
real  estate  loans.  It  Is  agreed  that  In  such 
cases  of  loans  by  each  lender,  neither  lender 
will  make  future  advances  to  the  borrower 
without  the  consent  of  the  other-lender,  ex¬ 
cept  that  advances  may  be  made  by  the 
FTjB  as  are  necessary  for  the  payment  of 
taxes,  insurance,  necessary  repairs  to  the 
secured  property,  and  reasonable  foreclo¬ 
sure  costs  Including  attorney’s  fees.  If  such 
advances  ue  made,  the  FHA  will  not  assert 
the  priority  of  Its  Hen  over  such  advances  on 
the  ground  that  the  FHA  mortgage  was 
definite  and  fixed  before  the  additional  ad¬ 
vance  OT  advances  were  made  by  the  land 
bank.  Each  lender,  of  course,  will  make  only 
those  loans  which  ue  within  its  existing  laws 
and  regulations. 

II.  Policies.  The  basic  policies  of  each 
lender  will  continue  to  apply  when  process¬ 
ing  euh  individual  loan  except  as  modified 
In  puagraph  I.  When  these  policies  preclude 
making  Individual  loans  simultaneously  to 
a  mutual  borrower,  the  appropriate  lender 
will  provide  the  financing  needed  when  prac¬ 
tical. 

A.  Eligibility  determination  must  be  made 
by  each  lender.  1.  Applications  filed  with  FHA 
will  be  analyzed  to  determine  whether  there 
is  a  possibility  of  participating  with  the 
FLB  and  other  lenders.  The  County  Super¬ 
visor  will  review  with  the  local  ELBA  man¬ 
ager  or  other  private  lender  any  application 
that  might  appeu  to  be  suitable  for  partici¬ 
pation. 

2.  Applications  filed  with  the  FLBA  will  be 
analyzed  by  the  manager  for  possible  FHA 
assistance  when  It  Is  agreeable  with  the 
applicant. 


B.  Loan  Processing.  1.  An  FHA  represent¬ 
ative  will  make  the  a];>pralBals  for  FHA  farm 
ownership  loans. 

3.  An  appraiser  designated  by  the  PtjB 
will  make  the  appraleals  for  land  bank  loans. 

3.  Each  lendu  will  determine  the  i^ipU- 
cant'a  ability  to  repay  his  total  Indebted¬ 
ness  as  part  of  Its  loan  approval. 

4.  The  borrower  will  be  required  to  meet 
the  minimum  legal  and  regulatory  require¬ 
ments  of  each  lender.  Hils  Includes  stock 
ownership  and  membership  In  the  RiBA, 
property  insurance,  etc. 

C.  Loan  Closing.  1.  The  FHA  and  the  FLB 
will  agree  on  the  method  and  the  period 
to  be  covered  by  the  title  seuch.  If  there 
ue  any  deviations  from  either  lender’s  regu¬ 
lations,  such  deviations  must  be  approved 
by  the  appropriate  supervisory  officials. 

2.  ’The  FHA  and  FLB  representatives  will 
mutually  ajprove  any  land  and  building  de¬ 
velopment  plans  when  the  Improvements  ue 
to  be  projected  in  loan  values.  Each  will  su¬ 
pervise  the  disbursement  at  its  share  of 
funds  for  these  Items. 

3.  ’The  representative (s)  to  be  present  tor 
loan  closing  will  be  by  mutual  agreement. 

4.  ’The  standud  loan  mortgage  forms  used 
by  the  FHA  and  the  FLB  will  be  exchanged 
by  the  local  representatives.  Any  additional 
covenants  or  deviations  in  Individual  cases 
will  be  called  to  the  attention  of  the  local 
representatives  before  the  loan  is  closed. 

D.  Supervision.  FHA’S  p(^y  of  supervision 
and  counseling  will  be  carried  out  in  accord¬ 
ance  with  current  poUcy. 

1.  The  loan(s)  made  by  each  lender  will  be 
serviced  In  the  usual  manner  by  Its  respec¬ 
tive  representative  unless  special  problems 
develop  that  require  consideration  by  both 
representatives. 

2.  A  ^iint  of  mutual  cooperation  will  be 
followed  In  servicing  each  loan  In  the  Inter¬ 
ests  of  the  borrower,  the  FLB  and  the  Govern¬ 
ment. 

E.  Oraduation.  It  will  be  the  policy  to  con¬ 
tinue  to  emphasize  the  graduation  policy  of 
the  FHA  to  encourage  borrowers  to  use  non- 
FHA  credit  as  soon  as  possible. 

m.  Administration.  A.  Special  initial  ses¬ 
sions  wUl  be  held  by  State  FHA  and  FUB  re¬ 
gional  representatives  with  raA  field  staffs 
and  FLBA  personnel  concerning  this  pro¬ 
gram  to  cleuly  outline  the  objectives  of 
Joint  participation  in  making  loans. 

B.  Subsequently,  periodic  meetings  will  be 
held  to  assure  uniformity  of  policy  and  prac- 
ticea 

C.  Other  considerations.  1.  Informal  visits 
between  field  personnel  to  discuss  problems, 
applications,  servicing  of  loans  and  gradua¬ 
tion  should  be  made  periodically. 

2.  Occasional  Joint  field  visits  to  brnrower's 
farms  would  establish  a  basis  for  observing 
the  practical  application  of  policies  and  prac¬ 
tices  of  each  lender. 

3.  Each  lender  should  advise  the  other  of 
basic  policy  changes  to  guide  FHA  County 
Supervisors  and  FLBA  managers  In  reviewing 
applications. 

4.  County  Supervisors  and  FLBA  managers 
should  exchange  the  names  of  FHA  County 
Committeemen  and  FLBA  Directors  for  their 
respective  areas  as  sources  for  reference  for 
applications  being  considered. 

5.  Whenever  there  Is  a  substantial  adverse 
change  In  the  credit  position  of  the  mutual 
borrows,  the  FHA  County  Supervisor  and 
FLBA  manager  will  need  to  discuss  the  new 
develc^ments  to  determine  the  effect  on  both 
loans. 

8.  Ihe  acceptability  of  property  insurance 
policies  will  be  In  acom'dance  with  each 
lender’s  requirements  and  mutually  agreed 
upon  by  representatives  of  both  lenders.  The 
use  of  any  loss  proceeds  will  be  In  accord¬ 
ance  with  lien  priorities  and  requirements 
of  each  agency  for  essential  buildings.  If  any 
buildings  are  not  to  be  replaced  or  repaired 


and  the  proceeds  are  not  required  to  be  ap¬ 
plied  on  the  FLB  lien,  FHA  will  have  the  re- 
sponslbtuty  fOr  determining  the  use  of  the 
loos  proceeds  from  essential  or  noneasentlal 
bulldlngB. 

7.  Each  lender  will  notify  the  other  In 
ample  time  if  it  becomes  necessary  to  fore- 
clooe  Ha  mortgage.  This  notification  will  re¬ 
place  the  Individual  requirement  of  signing 
the  notice  of  forecloaure  agreement  when  the 
loans  are  closed. 

8.  Each  applicant  Is  privileged  to  select  the 
long-term  private  lender  be  prefers  to  have 
Join  with  FHA  In  maklnghls  real  estate  loan 
when  his  need  exceeds  the  amount  a  private 
lender  (FLB  or  other)  sriU  make. 

Frank  B.  Elliott. 

Acting  Administrator, 
Farmers  Home  Administration. 

E.  A.  Jaznke. 

Got-ernor, 

Farm  Credit  Administration. 

Mat  18,  1973. 

Exhibit  F 

BUREAU  or  RCCLAMATION  LOANS  TO  IRRIGATORS 

AND  ADMINISTERED  BT  FARMERS  HOME  ADMIN¬ 
ISTRATION 

I.  General.  ’This  Exhibit  provides  additional 
procedures  for  making  and  servicing  Soli  and 
Water  (SW)  type  loans  to  Individuals  located 
within  Reclamation  Projects.  Attachment  1 
Is  a  Memorandum  of  Understanding  Between 
the  Bureau  of  Bedamatlon  (BR)  and  the 
Fanners  Home  Administration  (FmHA)  out¬ 
lining  the  werklng  r^tionship  between  the 
agencies  for  these  loans.  Hie  Memorandum  of 
Understanding  establishes  eligibility  require¬ 
ments,  sets  loan  terms,  and  Indicates  the 
purposes  for  which  these  loans  may  be  made. 
’The  FmHA  County  Supervisors  can  resolve 
any  question  about  project  boundaries,  acre¬ 
age  limitations,  loan  purposes,  or  ellglbiUty 
requirements  by  contacting  the  BR  office 
having  Jurisdiction  over  the  jHOJect  area. 
Coimty  Supervisors  are  authorized  to  accept 
applications  and  consider  loans  for  ai^li- 
cants  whose  develc^ment  work  was  started 
or  completed  prior  to  issuance  of  Exhibit  F 
but  after  enactment  of  the  Emergency 
Drought  Act  of  1977  on  ^ril  7,  1977,  under 
the  following  conditions: 

1.  ’The  development  work  is  for  an  au¬ 
thorized  purpose  under  that  Exhibit,  and 

2.  ’The  work  Is  or  has  been  completed  in 
accordance  with  the  requirements  of  Sub¬ 
part  C  of  Part  1904  of  this  Chapter. 

3.  All  other  requirements  of  this  Exhibit 
apply. 

II.  Objectives.  Provide  BR  financial  as¬ 
sistance  to  irrigators  as  defined  In  Attach¬ 
ment  1  and  fOr  the  purposes  outlined  there¬ 
in. 

HI.  Procedures.  ’This  Instruction  and  oth¬ 
er  related  FmHA  Instructions  will  be  used 
In  processing  and  securing  tiie  BR  loans. 
Applicable  FmHA  forms  will  be  used.  ’The 
following  modifications  will  be  required: 

FVirm  FmHA  410-1,  “Application  for  FmHA 
Services’’ — ^In  section  24  and  after  ’’Type  of 
Loan  Applied  few”  complete  “other”  by  In¬ 
serting  “SW-BR”. 

Form  FmHA  427-1,  “Real  Estate  Mort¬ 
gage” — Whwever  reference  is  made  to  “the 
Consolidated  Farm  and  Rural  Development 
Act”  Insert  “and  Public  Law  98-18”. 

Form  FmHA  440-1,  “Request  for  Obliga¬ 
tion  of  Funds” — Loans  will  be  identified  by 
typing  “43”  In  block  7  of  Part  I. 

Form  FmHA  440-2,  “County  Committee 
Certification  or  Recommendation” — In  the 
block  entitled  “type  of  assistance”  check 
the  block  “other”  and  qieclfy  “SW-BR”. 

Form  FmHA  440-16,  (State),  “Security 
Agreement  (Insured  Loans  for  Individuals)” 
— Where  refwenoe  Is  made  to  rates  of  Inter¬ 
est,  insert  “zero”..  In  the  center  of  page  1, 
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strike  “the  Oonscdidftted  ntrmers  Home  Ad<- 
mlnlatratlon  Act,  IMl,  or  Title  V  of  tb# 
Housing  Act  of  1949;  end"  ond  Inaert  “Pub. 

L.  95-lS  sxKl“. 

Form  PmHA  440-16,  “Promissory  Note"— 
In  the  block  “Kind  of  Loen"  and  after  “type" 
Insert  “SW-BR";  after  “Pursuawt  to"  Insert 
“Pub.  L.  96-18".  Where  referrence  Is  made 
to  the  percent  of  Interest,  Insert  “aero".  In 
the  last  paragraph  on  page  1,  delete  “the 
Oonsolldated  Farm  and  Rural  Development 
Aot  or  Title  V  of  the  Rousing  Act  of  1949” 
and  Inaert  “Pub.  L.  96-18". 

Form  FmHA  441-1  “Promissory  Note” — In 
the  block  “Kind  of  Loan"  Insert  "SW-BR”. 
Where  reference  Is  made  to  the  rate  of  Inter¬ 
est,  Insert  "zero”.  In  the  next  to  the  last 
paragraph  on  page  a,  delete  “substltle  B  or 
C  of  the  Consolidated  Fhrm  and  Rural  Devel- 
(^ment  Act”  and  Insert  “Pub.  L.  95-18”. 

IV.  Servicing.  These  loans  will  be  serviced 
by  FmHA  In  accordance  with  servicing  In¬ 
structions  applicable  to  Indlvlchial  SW  loans. 

V.  Reimbursements.  BR  shall  pay  to  FmHA 
a  charge  of  5  percent  of  principal  of  each 
loan.  The  6  percent  charge  shall  be  disbursed 
to  FmHA  by  the  Finance  Office  at  the  time 
of  eatdi  loan  advance. 

Memorandum  of  imderstandlng  between 
the  Bureau  of  Reclamation.  Department,  of 
the  Interior  and  the  Farmers  Home  Admin¬ 
istration,  Department  of  Agriculture. 

Whereas,  under  section  8  of  the  1977 
Drought  Bmergency  Act  (Pub.  L.  95-18), 
hereafter  referred  to  as  “the  Act,"  the  Bureau 
at  Reclamation  (BR)  Is  authorized  to  make 
loans  to  Irrigators  for  the  purpose  of  under¬ 
taking  construction,  management,  conserva¬ 
tion  activities,  or  the  acquisition  and  trans¬ 
portation  of  water,  which  can  be  expected  to 
have  an  effect  in  mitigating  losses  and  dam¬ 
ages  resulting  from  the  1978-1977  drought 
period; 

Whereas,  the  Farmers  Home  Administra¬ 
tion  (FmHA)  has  an  existing  soil  and  water 
program  (SW)  authorized  by  section  3(M  of 
the  Consolidated  Farm  and  Rural  Develop¬ 
ment  Act  fOT  loans  to  Individuals  that  ac¬ 
complish  purposes  similar  to  those  In  the 
Act: 

Whereas,  it  Is  more  efficient  and  in  the  best 
interests  of  the  United  States,  and  In  accord¬ 
ance  with  section  6  of  the  Act,  for  BR  to  pro¬ 
cure  the  services  of  FmHA  pursuant  to  the 
terms  of  the  Economy  Act  of  1939  (31  U.S.C. 
686)  to  make  and  service  loans  to  individual 
Irrigators  as  authorized  by  the  Act. 

Now  Therefore  the  parties  agree: 

1.  For  purposes  of  this  Memorandum  the 
term  “Irrigators”  shall  mean  any  person  or 
legal  entity  who  holds  a  valid  existing  water 
right  for  Irrigation  purposes  within  Federal 
reclamation  projects.  Federal  reclamation 
projects  means  any  project  constructed  or 
funded  under  Federal  reclamation  law  and 
specifically  Including  projects  having  ap¬ 
proved  loans  under  the  Small  Reclamation 
Projects  Act  of  1956,  as  amended. 

2.  FmHA  shall  make  and  service  loans  to 
Individual  Irrigators  as  authorized  by  the  Act 
pursuant  to  Its  SW  program  and  iq>plicable 
FmHA  regulations  except  as  modified  hereby. 

3.  Ihe  loans  shall  be  only  for  the  purposes 
relating  specifically  to  Irrigation  and  set 
forth  In  FmHA  Instruction  443.2,  IV  Al,  A8, 
Bl,  B2,  and  C.  The  loans  shall  be  Interest 
free.  Loans  for  water  acquisition  and  trans- 
pm-tatlon  shall  be  repaid  over  a  period  not  to 
exceed  6  years.  Other  loans  shall  be  repaid 
over  a  period  not  to  exceed  5  years  except 
such  loans  which  generate  benefits  which  are 
usable  bejrond  1977  shall  be  repaid  within  a 
period  which  shall  be  the  shorter  of  the  esti¬ 
mated  useful  life  of  the  facilities  or  the  rea¬ 
sonable  pajrment  ciq>aclty  of  the  lirlgatcu'  but 
In  no  event  to  exceed  40  years.  All  locms  shall 
be  obligated  not  later  than  September  30, 
1977,  and  any  ocmstruction  related  to  any 


loan  must  be  completed  by  November  30, 
1977. 

4.  Services  rendered  by  FmHA  pursuant  to 
this  Memorandum  of  Understanding  shall  be 
on  a  noxu^mburaable  basts  to  the  Irrigator. 
For  services  rendered,  BR  shall  pay  to  RnHA 
a  (^arge  of  6  percent  of  principal  of  each 
loan.  BR  directs  that  FmHA  disburse  such 
service  charge  to  Itself  directly  upon  the  clos¬ 
ing  of  each  loan. 

6.  ITu^  million  dollars  shall  be  transferred 
to  FmHA  by  Standard  Form  1161,  which 
amount  shall  be  avaUable  for  construction, 
management,  and  cocservatliaei  activities.  An 
additional  sum  of  $6  million  may  be  made 
available  upon  request  of  FmHA  for  the 
acquisition  and  transportation  at  water. 

6.  Monthly  Report.  FmHA  shall  submit  a 
Standard  FYirm  133,  "Report  on  Budget  Ex¬ 
ecution”,  In  accordance  with  OMB  Circular 
A-34,  to  the  Bureau  of  Reclamation,  Wash¬ 
ington,  D.C.  20240,  attention  code  370. 

7.  Accomplishment.  FmHA  shall  subnalt  to 
the  Bureau  of  Reclamation,  Washington,  D.C. 
20240,  attention  code  400,  a  complete  report 
on  expenditures  and  accomplishments  under 
this  Memorandum  on  January  16,  1978. 

Dated:  June  29,  1977. 


Bureau  of  Reclamation,  Department  of  the 
Interior.  " 


R.  Kxith  Hiooinsok, 

Commissioner. 


Farmers  Home  Administration,  Depart¬ 
ment  of  Agriculture. 

Dated:  July  15.  1977. 

Maxtt  Hollcran, 
Acting  Administrator. 

(7  u  se.  1989;  6  U.S.C.  801;  Sec.  10  PX. 
93-367,  88  Stat  392;  delegation  of  authority 
by  the  Sec.  of  Agti.,  7  CFR  2.23;  delegation 
of  authority  by  the  Asst.  Sec.  for  Rural  De¬ 
velopment,  7  era  2.70.) 

Notz. — ^The  Farmers  Home  Administration 
has  determined  that  this  document  does  not 
contain  a  major  proposal  requiring  prepara¬ 
tion  of  an  Economic  Impact  Statement  iinder 
Executive  OrdM*  11821  and  OMB  Circular 
A-107. 

Dated;  August  11,  1977, 

Gordon  Cavanaugh, 
Administrator, 

Farmers  Home  Administration. 

IFR  Doc.77-25312  FUed  9-2-77;8;46  am] 


REDESIGNATION-r-CONSOLIDATION— 

REVISION 

AGENCY:  Farmers  Home  Administra¬ 
tion.  USDA. 

ACTION:  Pinal  rule, 

SUMMARY:  The  Farmers  Home  Admin¬ 
istration  amends  its  regulations  to  re¬ 
designate,  consolidate  and  revise  regu¬ 
lations  concerning  closing  chattel  loans. 
The  circumstances  requiring  this  action 
are  an  effort  on  the  part  of  PmHA  to 
consolidate  and  revise  its  regulations. 
The  consolidation  and  revision  will  result 
in  simplified  procedures. 

EFFEimVE  DATE;  September  6,  1977, 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Darrow  Strain,  202-447-2331. 

SUPPLEMENTARY  INFORMATION: 
The  Fanners  Home  Administration 
(FmHA)  amends  its  regulations  to  estab¬ 


lish  imder  Subchapter  I,  Chapter  XVni, 
Title  7,  of  the  Code  of  Federal  Regula¬ 
tions.  a  new  Part  1921  “Approval  and 
Closing  (Individual).’’  Subpart  C. 
“Closing  Chattel  Loans,”  (§|  1921.101- 
1921.150)  of  this  new  Part  1921  is  re¬ 
designated,  consolidated,  and  revised 
from  Subpart  B  and  cerUUn  sections  of 
Subpart  A  of  Part  1831  of  Subchapter  C 
(ff  this  Chapter.  In  transferring  and  re¬ 
designating  the  new  sections,  editorial 
changes  have  been  made  for  clarity,  and 
revisions  have  been  made  in  order  to  con¬ 
solidate  these  regulations  into  a  more 
suitable  order.  However,  no  substantive 
changes  have  been  made  to  these  legu- 
lations.  It  is  the  policy  of  this  Depart¬ 
ment  that  rules  relating  to  public  prop¬ 
erty,  loans,  grants,  benefits,  or  contract.^ 
shall  be  published  for  comment  notwith¬ 
standing  the  exemption  in  5  U.S.C.  553 
with  respect  to  such  rules.  Ihese  amend¬ 
ments,  however,  are  not  published  for 
propose  rulemaking  since  the  purpose 
of  this  change  is  to  clarify  and  con¬ 
solidate  these  regulations  and,  therefore, 
publication  for  proposed  rulemaking  is 
imnecessary. 


PART  1831— OPERATING  LOANS 

1.  As  amended.  Subpart  B  and  certain 
sections  of  Subpart  A  of  Part  1831  of 
Title  7  CFR  Chapter  XVm  are  redesig¬ 
nated  as  Subpart  C  of  Part  1921.  Subpart 
B  of  Part  1831  is  hereby  reserved.  The 
remaining  Sections  of  Subpart  A  are  be¬ 
ing  incorporated  in  new  Part  1904  being 
published  concurrently  with  this  docu¬ 
ment. 


PART  1861— ROUTINE 
§  1861.4  [  Amended] 

2.  In  Part  1861  of  this  Chapter.  S  1861.- 
4,  paragraph  (a)(1)  change  the  refer¬ 
ence  to  “5  1831.37”  to  read  “Part  1921 
Subpart  C.” 


PART  1921— APPROVAL  AND  CLOSING 
(INDIVIDUAL) 

3.  As  amended.  Subpart  C  of  Part 
1921  as  revised,  transferred,  consolidated 
and  redesignated,  reads  as  follows : 

•  •  •  •  • 

SUBPART  C— CLOSING  CHATTEL  LOANS 
Sec. 

1921.101  Purpose. 

1921.102-1921.103  (Reserved] 

1921.104  Promissory  note. 

1921.106  Security  instruments. 

1921.106  Purchase  money  security  Interest. 

1921.107  Lien  search. 

1921.108  Additional  requirements  for  per¬ 

fecting  security  interests. 

1921.109  Fees. 

1921.110  Retention  and  use  of  security 

agreements. 

1921.111  Futvu-e  advance  auid  after-acquired 

property  clauses  and  State  sup¬ 
plements. 

1921.112  Insurance. 

1921.113  Check  delivery. 

1921.114  Supervised  bank  accounts. 

1921.115  CoUectlon  of  interest-only  install¬ 

ments. 

1921.116  Revision  in  use  of  OL  or  EM  loan 

funds. 

1921.117-1921.160  (Reserved] 


FEDERAL  REGISTER,  VOL.  42,  NO.  172 — TUESDAY,  SEPTEMRER  6,  1977 


RULES  AND  REGULATIONS 


1 1693 


Subpart  C — Closing  Chattel  Loans 
I  1921.101  PurpoAe. 

This  Subpart  prescribes  the  policies, 
procedures,  and  authorizations  of  the 
Farmers  Home  Administration  (FhiHA) 
for  closing  insured  Operating  (OL)  loans 
and  Emergency  (EM)  loans  secured  by 
chattels  and  crops  to  farmers,  ranchers, 
and  rural  youths.  These  loans  are  con¬ 
sidered  closed  on  the  date  the  promissory 
note  is  executed. 

§§  1921.102-1921.103  IRcAor^ed] 

§  1921.101  Promiettury  Note. 

(a)  The  “Promissory  Note’’  Form 
FmHA  441-1.  will  be  executed  and  dated 
following  receipt  of  the  loan  check  in 
the  county  office  and  prior  to  the  first 
withdrawal  of  loan  funds  from  the  su¬ 
pervised  bank  account  or  delivery  of  the 
loan  check  to  the  borrower. 

(b)  One  note  will  be  prepared  showing 
the  full  amount  of  the  loan  regardless  of 
the  number  of  advances  Involved.  The 
first  Installment  may  not  be  less  than 
the  amotmt  equal  to  interest  on  the  ad¬ 
vances  planned  from  the  estimated  date 
of  closing  to  January  1  of  the  next  cal¬ 
endar  year.  No  installment  will  be  made 
payable  later  than  seven  years  from  the 
date  of  the  note. 

(c)  The  applicant’s  spouse  will  be  re¬ 
quired  to  execute  Form  FmHA  441-1 
when: 

(1)  Legally  required  by  State  law. 

(2)  The  loan  approval  official  deter¬ 
mines  that  the  signature  is  needed  be¬ 
cause  of  the  spouse’s  interest  in  the  farm 
being  operated  or  In  property  offered  as 
security. 

(d)  In  all  cases  in  which  the  wife 
joins  with  her  husband  in  executing  a 
promissory  note  or  other  evidence  of  in¬ 
debtedness,  the  purpose  and  effect  of  the 
wife’s  signature  will  be,  in  addition  to 
any  other  purpose  and  effect  for  which 
her  signature  is  obtained,  to  engage  her 
separate  and  individual  personal  liability 
regardless  of  any  State  law  to  the  con¬ 
trary. 

A  youth  executing  the  promissory  note 
shall  incur  full  personal  liability  for  the 
indebtedness  evidenced  by  such  note. 

§  1921.105  Security  instruments. 

Security  instruments  referred  to  in 
this  Subpart  are  financing  statements, 
security  agreements,  chattel  mortgages, 
and  similar  lien  instruments.  To  obtain 
a  security  interest  in  chattels  and  crops 
in  Uniform  Commercial  Code  (UCC) 
States  both  a  financing  statement  and  a 
security  agreement  are  required,  al¬ 
though  only  the  financing  statement 
must  be  filed  or  recorded  in  public  rec¬ 
ords.  Refer  to  §  1921.105(g)  for  filing  or 
recording  instructions.  In  Louisiana  a 
Chattel  Mortgage  and  Crop  Pledge  or 
Crop  Pledge,  as  appropriate,  is  required 
to  obtain  a  security  interest  in  chattels 
and  crops. 

(a)  Joint  security  instruments.  Joint 
security  instruments  will  be  taken  to  se¬ 
cure  a  joint  loan  to  individuals  Jointly 
engaged  in  an  mterprise.  Each  Individ¬ 
ual  will  execute  the  financing  statement, 
security  agreement,  promissory  note,  an(i 


any  other  security  instrument  required 
to  secure  the  loan.  When  the  individuals 
are  members  of  a  partnership,  the  se- 
cxurity  Instruments  will  be  executed  by 
the  partnership  and  all  partners  in  ac¬ 
cordance  with  the  advice  of  the  Regional 
Attorney  or  Attorney  in  Charge,  as 
necessary,  to  close  the  loan  and  obtain 
the  desired  liens  and  liability. 

(b)  Separate  security  instruments.  (1) 
Separate  security  instruments  will  be 
taken  to  secure  a  separate  loan  to  an  in¬ 
dividual  who  is  individually  or  Jointly 
engaged  in  an  operation. 

(2)  Each  applicant  obtaining  a  sep¬ 
arate  loan  for  financing  an  undivided  in¬ 
terest  in  security  property  or  for  re¬ 
financing  debts  on  an  undivided  Interest 
in  such  property  will  secure  the  loan  by  a 
lien  on  his  or  her  undivided  interest  in 
the  property.  Each  individual  having  an 
undivided  Interest  in  the  seciirity  prop¬ 
erty  will  execute  Form  FmHA  441-12, 
“Agreement  for  Disposition  of  Jointly- 
Owned  Property’’.  Form  FmHA  441-12 
wffi  not  be  required  when  a  tenant  and 
landlord  own  property  Jointly  and  the 
lease  provides  for  satisfactory  division  of 
such  property  and  the  proceeds  from  its 
sale  or  a  Joint  security  instrument  is 
taken  to  secure  a  loan  in  accordance  with 
paragraph  (a)  of  this  section. 

(c)  Security  instrument  forms.  (1) 
Form  FmHA  440-25,  “Financing  State¬ 
ment,’’  or  Form  FmHA  440A-25,  “Fi¬ 
nancing  Statement  (Carbon-Inter¬ 
leaved),’’  and  Form  FmHA  440-4,  “Se¬ 
curity  Agreement  (Chattels  and  Crops) .’’ 
or  Form  FmHA  440-4A,  “Security  Agree¬ 
ment  (C?rop6),’’  as  appropriate,  will  be 
used  to  obtain  security  interests  in  chat¬ 
tel  property  in  Uniform  Commercial 
Code  (UCC)  States  unless  a  State  sup¬ 
plement  requires  the  use  of  other  forms. 

(2)  Form  FmHA  440-4  LA,  “Chattel 
Mortgage  and  Crop  Pledge  (Louisiana) ,’’ 
or  Form  FmHA  440-4A  LA,  “Cr(v  Pledge 
(Louisiana) ,’’  as  ai^roprlate,  will  be  used 
in  the  State  of  Louisiana. 

(d)  Taking  security  instruments.  (1) 
Financing  statement.  A  financing  state¬ 
ment  is  effective  for  5  years  from  the 
date  of  filing  and  as  long  thereafter  as 
it  is  continued. 

(1)  Initial  loan.  A  financing  statement 
will  be  taken  for  every  initial  loan  except 
when  a  filed  financing  stcktement  ob¬ 
tained  for  a  paid-in-full  bmrower  is  still 
effective,  covers  all  tyi>e6  of  chattel  prop¬ 
erty  that  will  serve  as  security  for  the 
initial  loan,  and  describes  the  land  on 
which  crops  and  fixtures  are  or  wiU  be 
located. 

(ii)  Subsequent  loan.  A  financing 
statement  will  not  be  taken  unless  the 
filed  financing  statement  is  not  effective, 
does  not  cover  all  types  of  chattel  prop¬ 
erty  that  will  serve  as  security  for  the 
subsequent  loan,  or  does  not  de^ibe  the 
land  on  which  crops  or  fixtures  are  or 
will  be  located.  If  the  loan  debt  is  being 
secured  for  the  first  time,  however,  the 
procedure  for  securing  initial  loans  stat¬ 
ed  in  iiaragraph  (d)  (1)  (i)  of  this  sec¬ 
tion  will  be  followed. 

(2)  Security  Agreements,  (i)  Initial 
loan.  When  an  Initial  loan  is  made  to 
an  applicant,  including  a  paid-in-full 


borrower,  a  new  security  agreement  will 
be  taken  in  all  eases.  ’The  security  agree¬ 
ment  will  be  executed  not  later  than  the 
first  withdrawal  of  locm  funds  from  the 
supervised  bank  account  or  delivery  of 
the  loan  check  to  the  borrower. 

(ii)  Subsequent  loan.  An  additional 
security  agreement  will  be  taken  if  prop¬ 
erty  not  covered  by  specific  description 
or  language  of  the  previous  security 
agreemoit  is  to  serve  as  security  for  the 
debt,  or  if  it  is  necessary  to  obtain  or 
maintain  a  security  interest  in  crops. 

(A)  An  additional  security  agreement 
also  will  be  taken  to  assist  in  accounting 
for  seciuity  property,  but  normally  only 
when  there  are  significant  changes  in 
security. 

(B)  An  additional  security  agreement 
is  not  necessary  if  the  existing  security 
agreement  covers  all  types  of  chattel 
property  that  will  serve  as  security  for 
the  subsequent  loan,  describes  the  land 
on  which  the  crops  or  fixtures  are  or  will 
be  located,  and  was  taken  within  1  year 
before  the  crops  became  growing  crops. 
When  detenuined  necessary  by  OOC,  a 
State  supplement  will  be  issued  to  fur¬ 
ther  explain  how  often  a  security  agree¬ 
ment  covering  crtgjs  will  be  taken. 

(e)  Describing  security  property  on 
security  'instruments.  (1)  Financing 
statements  describe  certain  types  of  col¬ 
lateral.  If  items  of  collateral  not  covered 
in  the  i>rinted  form  of  the  financing 
statement  are  to  serve  as  security,  they 
should  be  described  by  types  or  individ¬ 
ual  items  in  the  ^lace  provided. 

(2)  Generally,  animals,  birds,  fish,  etc., 
should  be  described  by  groups  on  the 
security  agreement.  The  serial  or  motor 
number  should  be^  shown  for  major 
items  of  equipinent.  If  a  security  interest 
is  to  be  taken ‘in  property  such  as  in¬ 
ventory,  supplies,  recreation,  or  other 
nonfarm  equipment  or  fixtures  that  can¬ 
not  be  readily  described  imder  the  col¬ 
umn  headings  of  items  2  or  3  of  Form 
FmHA  440-4,  an  appropriate  description 
of  such  property  will  be  inserted  in  item 
2  or  3.  below  the  other  property  without 
regard  to  the  eoliunn  headings. 

(3)  The  advice  of  the  Office  of  the 
General  Counsel  (OGC)  will  be  obtained 
as  to  how  to  describe  in  the  financing 
statement  and  security  agreement  items 
such  as  grazing  permits,  milk  bases, 
membership  or  stock  in  cooperative  as¬ 
sociations.  The  property  to  be  described 
on  security  instruments  should  be  recon¬ 
ciled  with  any  existing  security  instru¬ 
ments  and  Form  FmHA  462-1,  “Record 
of  the  Disposition  of  Security  Property.’’ 

(4)  When  the  initial  security  agree¬ 
ment  does  not  describe  individually  or 
by  groups  all  the  collateral  that  is  to 
serve  as  security,  an  all  inclusive  security 
agreement  will  be  taken  as  soon  as  all 
the  security  pr<H>erty  has  been  acqxilred. 

(f)  Executing  security  instruments. 
The  County  Supervisor  and  any  County 
Office  employee  determined  by  the 
County  Supervisor  to  be  qualified  is  au¬ 
thorized  to  execute  on  behalf  of  the 
Government  any  legal  instruments  nec¬ 
essary  to  obtain  or  preserve  security  for 
loans.  This  Includes  financing  state¬ 
ments,  security  agreements,  chattel 
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mortgages,  and  similar  lien  instruments 
as  well  as  severance  agreements,  con¬ 
sent  and  subordination  agreements,  af¬ 
fidavits,  and  acknowledgments. 

(g)  FiHng  or  recording  security  instru¬ 
ments.  (1)  Ordinarily,  in  UOC  States, 
financing  statements  may  be  delivered 
by  hand  or  mailed  to  the  filing  officers 
for  filing  CHT  recording  when  the  loan  is 
approved.  However,  when  this  is  not 
practical,  the  financing  statement  may 
be  filed  at  a  later  date,  but  not  later  than 
the  first  withdrawal  of  loan  funds  from 
the  supervised  bank  account  or  delivery 
of  the  loan  check  to  the  borrower.  If 
cr(^  OT  other  property  of  the  borrower 
are  or  are  to  be  located  in  a  State  other 
than  that  of  a  borrower's  residence,  the 
County  Office  servicing  the  loan  will  con¬ 
tact  the  County  Office  in  the  other  State 
for  lnformati<Hi  sis  to  the  security  instru¬ 
ments  to  be  used  and  the  places  of  filing 
or  recording  In  the  other  State.  The 
financing  statement  will  be  filed  or  re¬ 
corded  as  required  by  State  supplements. 

(2)  Security  agreements  will  not  be 
filed  or  recorded  unless  authorized  by 
State  supplements.  Form  FtaHA  440-4 
LA  or  Pwm  PmHA  440-4A  LA  will  be 
filed  or  recorded  in  Louisiana  as  pro¬ 
vided  by  State  supplements. 

§  1921.106  Purchase  money  security 
interest. 

A  purchase  money  security  interest  in 
security  property  will  take  priority  over 
an  earlier  perfected  security  interest  if 
a  security  agreement  is  taken  and  a  fi¬ 
nancing  statement  is  filed  before  the 
purchaser  receives  possession  of  the 
property  or  within  10  days  thereafter, 
subject  to  the  following  limitations: 

(a)  Motor  vehicles.  For  motor  vehicles 
required  to  be  licensed,  any  action  neces¬ 
sary  to  obtain  perfection  in  the  particu¬ 
lar  State,  such  as  having  the  security  in¬ 
terest  noted  on  the  certificate  of  title, 
must  be  taken  before  the  purchaser  re¬ 
ceives  possession  or  within  10  days.  In 
some  States,  it  is  not  necessary  to  file  a 
financing  statement  to  perfect  a  security 
interest  in  such  motor  v^icles;  however, 
FmHA  will  always  take  a  security  agree¬ 
ment  and  a  financing  statement.  State 
supplements  will  be  issued  as  necessary 
for  taking  a  lien  on  a  motor  vehicle, 
motorboat,  and  any  special  type  of  secu¬ 
rity. 

(b)  Farm  equipment.  A  purchase 
money  security  interest  in  farm  equip¬ 
ment  costing  $2,500  or  less,  (other  than 
fixtures  or  motor  vehicles  required  to  be 
licensed),  will  take  priority^ over  an 
earlier  perfected  security  interest  if  a 
security  agreement  is  obtained,  even 
though  a  financing  statement  is  not 
taken  or  filed.  FmHA,  however,  will  al¬ 
ways  file  a  financing  statement.  State 
supplements  will  be  issued,  as  necessary. 

(c)  Inventory.  A  purchase  money  se¬ 
curity  interest  in  inventory  will  take 
priority  over  an  earlier  perfected  se¬ 
curity  interest  provided  a  security  agree¬ 
ment  is  taken  and  a  financing  statement 
is  filed  not  later  than  ttie  time  the  pur¬ 
chaser  receives  possession  of  the  prop¬ 
erty.  Also  before  the  purchaser  receives 
lx>sse68ion  of  the  property,  the  purchase 


money  creditor  must  notify  the  party 
with  an  earlier  perfected  security  inter¬ 
est,  in  writing,  that  he  or  she  has 
acquired  or  expects  to  acquire  a  purchase 
money  security  Interest  in  the  inventory 
described  by  item  or  type.  When  deter¬ 
mined  necessary  by  OOC,  a  State  sup¬ 
plement  will  be  Issued  to  further  explain 
the  requirements  for  perfecting  a  pur¬ 
chase  money  security  interest  in  Invm- 
tory. 

(d)  Fixtures.  A  security  interest  taken 
in  goods  before  they  become  fixtures  has 
priority  over  holders  of  a  real  estate  in¬ 
terest.  A  security  interest  taken  in  goods 
after  they  become  fixtures  is  valid 
against  all  persons  later  acquiring  an  in¬ 
terest  in  the  real  estate.  It  is  not  valid 
against  persons  who  had  an  interest  in 
the  real  estate  when  the  goods  became 
fixtures,  unless  they  execute  a  consent 
disclaimer  or  Form  RnHA  440-26,  “Con¬ 
sent  and  Subordination  Agreement.”  or 
Form  FmHA  440-6,  “Severence  Agree¬ 
ment.” 

(e)  Crops.  A  security  Interest  taken  in 
and  to  finance  crops  not  more  than  3 
months  before  they  are  planted  or  other¬ 
wise  become  growing  crops  has  priority 
over  an  earlier  perfected  security  interest 
for  obligations  that  were  due  more  than 
6  months  before  the  crops  became  grow¬ 
ing  crops.  •• 

§  1921.107  IJen  searrh. 

(a)  Required  lien  searches.  (DA  lien 
search  will  be  obtained  at  a  time  that  will 
assure  that  the  security  instruments  give 
the  Government  the  required  security, 
usually  at  the  time  the  financing  state¬ 
ment  ( mortgage  or  crop  pledge  in  Louisi¬ 
ana)  is  filed  or  recorded  Lien  searches 
may  be  obtained  after  the  financing 
statement  is  filed  but  in  no  case  later 
than  delivery  of  the  loan  check  or  the 
first  withdrawal  of  loan  funds  from  the 
supervised  bank  account.  Form  FmHA 
440-13,  “Report  of  Lien  Search,”  or  other 
lien  search  forms  will  be  used. 

(2)  Under  the  UCC,  Uen  searches  are 
necessary  in  making  subsequent  loans  if 
an  additional  financing  statement  is  re¬ 
quired  ;  i.e.,  when  crops  or  fixtures  to  be 
taken  as  security  are  or  will  be  located 
on  land  not  described  on  the  existing  fi¬ 
nancing  statement  or  property  not  other¬ 
wise  covered  by  the  financing  statement 
is  to  be  takoi  as  security  for  the  loan. 

(3)  Lien  searches  also  may  be  obtained 
in  corinecticm  with  processing  applica¬ 
tions  when  such  searches  are  determined 
necessary  on  an  individual  case  basis. 

(4)  Although  a  lien  search  is  not  re¬ 
quired  for  youths  who  have  not  reached 
their  majority  as  defined  in  State  suK>le- 
ments,  the  loan  approval  official  may  de¬ 
termine  that  a  search  is  necessary  to 
assure  that  the  Govenunent  obtains  the 
required  security  interest. 

(b)  Responsibility  for  obtaining  lien 
searches.  (1)  Applicants  must  obtain  and 
pay  for  lien  searches  except  as  follows: 

(i)  In  exceptional  cases.  State  Di¬ 
rectors  may  authorize  Coimty  Office  em¬ 
ployees  to  make  lien  searches  for  loan 
closing  without  cost  to  applicants  if  the 
cost  of  the  search  is  not  reasonable,  such 
service  is  not  available,  or  experience  has 


shown  that  the  service  available  will 
caiise  undue  delay  in  the  closing  of  loans 
or  make  it  difficult  to  comply  with  the 
provisions  of  locm  closing. 

(11)  County  Office  employees  are  au¬ 
thorized  to  make  lien  searches  for  in¬ 
formation  purposes. 

(2)  State  Directors  will  Issue  State 
supplements  setting  forth  the  minimum 
requirements  for  lien  searches,  includ¬ 
ing  the  records  to  be  searched  and  the 
periods  to  be  covered. 

(3)  Applicants  should  be  Informed  of 
available  sources  such  as  County  Clerks 
or  local  attorneys  from  whom  satisfac¬ 
tory  lien  searches  can  be  obtained  at  rea¬ 
sonable  cost.  Applicants,  however,  should 
select  the  source.'They  may  pay  the  cost 
of  lien  searches  fr<»n  the  proceeds  of 
loan  checks. 

§  1921.108  Additional  requirommls  for 
perfecting  security  interests. 

If  necessary  because  of  provisions  in 
State  statutes,  leases,  land  purchase 
contracts,  and  real  estate  mortgages 
commonly  in  use.  State  Directors  will  is¬ 
sue  State  supplements  for  obtaining  a 
subordination  agreement,  certificatitm  of 
obligation  to  landlord,  severance  agree¬ 
ment,  disclaimer,  and  consent  and  sub¬ 
ordination  agreement  to  perfect  secu¬ 
rity  interest. 

(a)  Form  FmHA  441-5,  “Subordina¬ 
tion  Agreement.”  This  form  will  be  used 
if  a  subordination  agreement  is  required 
by  FmHA  on  cr<H>s,  livestock,  farm  equip¬ 
ment,  and  other  chattel  property,  in¬ 
cluding  items  that  have  bec(xne  chattel 
property  through  execution  of  a  “Con¬ 
sent  and  Subordination  Agreement”  or  a 
“Severance  Agreement.”  If  Form  PmHA 
441-5  Is  not  legally  sufficient,  a  form 
recommended  by  OGC  will  be  used.  The 
years  to  be  covered  by  the  subordination 
generally  will  be  for  the  period  of  the 
loan  or  the  unexpired  period  of  the  lease 
if  the  borrower  is  a  tenant,  but  as  a  min¬ 
imum  will  be  for  the  year  for  which  the 
loan  is  made. 

(b)  Form  FmHA  441-17,  “Certification 
of  Obligation  To  Landlord.”  This  form 
may  be  used  instead  of  obtaining  a  sub¬ 
ordination  agreement  if:  (1)  It  appears 
that  the  applicant  is  not  financially  ob¬ 
ligated  to  the  landlord  except  for  rent 
for  the  lease  year  and  will  not  incur 
other  obligations  to  the  landlord  during 
such  year,  and 

(2)  A  State  sui^lement  authorizing 
the  use  of  Form  fhiHA  441-17  in  such 
cases  has  been  issued. 

(c)  Form  FmHA  440-6,  “Severance 
Agreement."  In  Louisiana,  and  in  those 
UCC  States  in  which  State  supplemaits 
so  provide.  Form  PmHA  440-6,  will  be 
obtained  when  loan  fimds  are  used  to 
purchase  or  refinance  d^ts  on  property 
that  is  or  may  become  a  fixture,  and  it 
is  necessary  to  sever  such  property  from 
real  estate. 

(1)  State  Directors  will  issue  State 
supplements  to  specify  the  situation  in 
which  severance  agreements  are  required 
under  State  laws,  whether  the  severance 
agreement  should  be  filed  or  recorded, 
and  whether  the  spouse  of  the  borrower 
and  the  spouse(s)  of  the  other  partydes) 
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of  interest  also  will  be  required  to  exe¬ 
cute  the  sev^ance  agreement  In  speci¬ 
fying  these  situations,  actions'  necessary 
to  prevent  the  property  from  becoming 
part  of  the  real  estate  will  be  ccmsidered. 
Actions  to  sever  the  ixroperty  after  it  has 
become  attached  to  the  real  estate  will 
also  be  considered. 

(2)  Severance  agreements  will  be  exe¬ 
cuted  no  later  than  the  date  on  which 
the  property  purchased  with  loan  funds 
is  delivered  to  the  farm,  or  before  the 
release  of  loan  funds  to  the  creditor  if 
d^ts  on  such  property  are  refinanced. 

(d)  Form  FmHA  440-26,  "Consent 
and  Subordination  Agreement."  Unless 
otherwise  provided  by  a  State  supple¬ 
ment,  this  form  rather  than  a  severance 
agreement  will  be  used  in  UCC  States 
when  a  security  interest  is  taken  in  prop¬ 
erty  after  it  has  become  a  fixture. 

(1)  Consent  and  subordination  agi-ee- 
ments  will  be  obtained  before  releasing 
loan  fimds  to  the  creditw,  if  a  debt  is 
being  refinanced  on  sm  item  that  already 
has  becmne  a  fixture  or  no  later  than  the 
time  of  loan  closing  in  all  other  cases 
in  which  a  security  interest  is  being 
taken  on  an  item  that  already  has  be¬ 
come  a  fixture. 

(2)  Consent  and  subordination  agree¬ 
ments  will  be  taken  only  in  those  cases 
in  which  the  fixture  is  placed  on  the  real 
estate  before  the  financing  statement 
and  security  agreement  covering  the  fix¬ 
ture  have  been  executed,  or  before  the 
financing  statement  is  filed,  or  before 
the  request  for  oUigation  of  funds  is 
signed  by  the  loan  approving  official. 

§  1921.109  Fees. 

The  borrower  will  pay  statutory  fees 
for  filing  or  recording  financing  state¬ 
ments,  mortgages,  or  other  legal  instru¬ 
ments  and  notary  and  lien  search  fees 
incident  to  loan  transactkms  frcnn  per¬ 
sonal  funds  or  frwn  the  proceeds  of  the 
loan.  Whffliever  FmHA  employees  accept 
cash  to  pay  the  filing  or  recording  fees 
for  security  instruments  or  the  cost  of 
making  ll«i  searches.  Form  FtnHA  440- 
12,  “Acknowledgment  of  Payment  for 
Recording,  Lien  Search,  and  Releasing 
Pees,”  will  be  executed.  FYnHA  employees 
will  make  it  clear  to  the  borrower  that 
any  fee  so  accepted  is  not  received  by 
the  Government  as  credit  <mi  the  bor¬ 
rower’s  dd>t  but  is  SMx;epted  only  for 
paying  the  recording,  filing,  or  lien 
search  fees  on  bdialf  of  the  borrower. 

§  1921.110  Rrlention  and  use  of  security 
a|n«emenl8. 

Original  executed  security  agreements 
will  not  be  altered  or  destroyed  when 
new  security  agreements  are  taken  and 
will  remain  in  the  case  file.  Changes  in 
security  property  will  be  noted  only  on 
the  work  copy.  When  an  additional  secu¬ 
rity  agreement  covering  all  ct^teral  for 
the  debt  is  taken,  the  work  copy  of  the 
previous  security  agreement  may  be 
destroyed. 

§  1921.111  Future  advance  and  after- 
acquired  property  clauses  and  State 
supplements. 

The  future  advance  and  after-acquired 
clauses  of  security  agreements  In  UCC 


States  will  be  considered  valid  In  all 
respects  unless  otherwise  provided  In  a 
State  supplement. 

(a)  Future  advance  clause.  A  properly 
pr^ared,  executed,  and  filed  or  recorded 
FtaHA  financing  statement  and  a  prop¬ 
erly  prepared  and  executed  FmHA 
security  agreement  give  FmHA  a  security 
interest  in  the  property  described  in 
them.  This  security  interest  covers  future 
loans,  advances,  expenditures,  and  any 
other  FmHA  debts  evidenced  by  notes, 
and  any  advances  or  expenditures  for 
debts  evidenced  by  such  notes.  However, 
when  a  borrower’s  indebtedness  is  paid  in 
full,  a  new  security  agreement  must  be 
taken  in  all  cases  to  secure  an  initial  loan 
made  following  the  payment  in  full. 

(b)  After-acquired  property  clause. 
Any  property  acquired  after  obtaining  a 
security  interest,  except  fixtures,  of  the 
same  types  as  describ^  (individually  or 
by  groups  or  specifically  or  generally) ,  on 
the  financing  statement  and  security 
agreement  will  serve  as  security  for  the 
debt  covered  by  them.  The  after- 
acquired  property  clause  in  the  security 
agre^nent  will  encumber  crops  grown 
on  the  land  described  in  the  security 
agreement  and  financing  statement, 
provided  they  are  planted  or  otherwise 
become  growing  cre^js  within  1  year  of 
the  execution  date  of  the  security  agree¬ 
ment.  or  such  other  period  as  provided 
by  State  supplements.  FmHA  after- 
acquired  security  interests  take  priority 
over  other  security  interests  perfected 
after  the  FmHA  financing  statement  was 
filed,  except  as  stated  in  S  1921.106. 

(c)  State  supplements.  A  State  sup¬ 
plement  will  supplement  paragraphs  (a) 
and  (b)  with  respect  to  future  advance 
and  after-acquired  property  clauses.  It 
will  set  forth  filing  or  recording  require¬ 
ments  of  security  instruments  if  the  bor¬ 
rower  is  not  a  resident  of  the  State  but 
is  conducting  some  operation  in  the 
State.  This  will  assist  County  Supervisors 
in  other  States  who  request  such  in- 
formatiem  in  accordance  with  S  1921.105 
(g) .  A  State  supplement  will  also  be  is¬ 
sued  when  considered  necessary  by  OGC 
to  reflect  any  State  statutory  changes 
in  its  versiwi  of  the  UCC. 

§  1921.112  Insuranrr. 

Insurance  for  property,  phblic  liability, 
and  crops  should  be  obtained  on  or  be¬ 
fore  loan  closing. 

(a)  Applicants  should  be  encouraged 
to  carry  insurance  (m  the  property  in¬ 
cluding  growing  crops,  serving  as  security 
for  the  loan  and  on  other  chattel  or  real 
property  to  protect  themselves  against 
substantial  losses  resulting  from  hazards 
existing  in  an  area.  It  is  especially  desir¬ 
able  that  insurance  be  obtained  by  ap¬ 
plicants  who  receive  large  loans  and  have 
considerable  chattel  property  including 
feed,  supplies,  and  inventory  centrally 
stcM-ed  over  an  extended  period.  Such  in¬ 
surance  may  be  required  by  the  loan 
approval  official  in  individual  cases  or 
by  State  supplement. 

(b)  Applicants,  including  youths, 
receiving  loans  for  farm,  recreational, 
OT  nonfarm  enterprises  should  be  ad¬ 
vised  of  the  possibilities  of  incurring 


liability  and  encouraged  to  obtain  pubtte 
liability  and  property  damage  insurance, 
including  insurance  on  customer’s  prop¬ 
erty  in  custody  of  the  borrower. 

(c)  When  insurance  is  required  on 
property  serving  as  security  Form  FmHA 
426-2,  “Property  Insurance  Mortgage 
Clause  (Without  Contribution),”  or  a 
standard  mortgage  clause  in  general  use 
in  the  area  will  be  attached  to  or  printed 
in  the  policy  and  will  show  the  United 
States  of  America  (Farmers  Home  Ad¬ 
ministration)  as  mortgagee  or  secured 
party. 

§  1921.113  C3iork  delivery. 

The  County  Supervisor  will  receive  and 
deliver  loan  checks.  On  receipt  of  a  loan 
check,  and  after  arrangements  have  been 
completed  for  loan  closing,  the  applicant 
will  be  promptly  notified  on  Form  FmHA 
440-8,  “Notice  of  Check  IMivery.”  Loan 
funds  will  be  disbursed  in  accordance 
with  Part  1803  of  this  Chapter,  (FmHA 
Instruction  402.1.) 

§  1921.114  Supervised  bank  accounts. 

If  a  supervised  bank  account  is  re¬ 
quired,  loan  funds  will  be  deposited  fol¬ 
lowing  loan  closing.  Supervised  bank  ac¬ 
counts  will  be  established  in  accordance 
with  Part  1803  of  this  Chapter,  (FYnHA 
InstructiMi  402.1).  If  a  deposit^  bank 
does  not  require  the  borrower’s  endorse¬ 
ment  for  deposit,  the  loan  check  may  be 
deposited  in  the  supervised  bank  account 
and  the  borrower  given  a  copy  of  the  de¬ 
posit  slip. 

§1921.115  Collection  of  intcrcM-only 
installments. 

Loan  funds  for  the  payment  of  inter¬ 
est-only  installments  will  be  collected 
when  the  borrower  receives  the  loan 
funds.  The  schedule  of  remittances  will 
indicate  “For  deferred  installment 
interest.” 

§  1921.116  Revision  in  use  of  loan 
funds. 

(a)  Approval  of  changes.  The  State 
Director  and  other  loan  approval  officials 
are  authorized  to  approve  changes  in  the 
purposes  for  which  loan  funds  are  to  be 
used  provided: 

(1)  The  loan  is  within  the  respective 
loan  approval  official’s  authority. 

(2)  Ihe  change  is  consistent  with  au¬ 
thorities,  policies,  and  limitations  for 
making  loans,  and 

(3)  The  change  will  not  adversely  af¬ 
fect  the  feasibility  of  the  operation  or 
the  Government’s  interest. 

(b)  Recording  changes.  When  changes 
are  made  in  the  use  of  loan  funds,  the 
repayment  schedule  on  Form  FmHA  441- 
1,  “Promissory  Note,”  will  not  be  revised 
nor  will,  a  c(MTected  Form  FmHA  441-7. 
“OL-EM  and  other  Credit  Analysis.”  be 
prepared.  When  funds  loaned  for  the 
purchase  of  capital  goods  are  to  be  used 
for  annual  recurring  production  ex¬ 
penses,  the  funds  will  ordinarily  be  re¬ 
paid  in  one  year.  Appropriate  changes 
with  respect  to  the  repayments  will  be 
made  in  Table  K  of  Form  FmHA  431-2, 
“Farm  and  Home  Plan,”  and  initialed  by 
the  borrower.  Ain^roiviate  notations  will 
be  made  in  the  “Supervisory  and  Servic- 
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Ing  ActlMis”  section  of  the  Management 
System  Card. 

§  1921.117--1921.150  [ReMi^nl] 

(7  U£.0.  1088;  43  UJl.C.  1480;  42  UJ9.C.  2042; 

5  U.8.O.  801;  Sec.  10  Pub.  L.  93-367,  88  8UA. 
302;  delegation  of  authority  by  the  Seo.  oi 
Agriculture,  7  CFR  2.23;  delegation  of  au¬ 
thority  by  the  Aest.  Sec.  tar  Rural  Develop¬ 
ment,  7  CFR  2.70;  delegation  of  authority  by 
Dir.,  OEO  20  FR  14764,  33  FR  0850.) 

Not*. — The  Farmers  Home  Administration 
has  determined  that  this  document  does  not 
contsdn  a  major  proposal  requiring  prepara¬ 
tion  of  an  Economic  Impact  Statement 
under  Executive  Order  11821  and  OMB  Cir¬ 
cular  A-107. 

Dated:  August  2.  1977. 

\  Gordon  Cavanaugh. 

I  Administrator, 

Farmers  Home  Administration. 

[FR  Doc.  77-25313  Filed  9-2-77;8;45  am] 

1  - 

'  CONSOLIDATION.  REVISION, 
REDESIGNATION 

AGENCY:  Farmers  Home  Administra¬ 
tion,  USDA. 

ACTION :  Final  rule. 

SUMMARY:  The  Farmers  Home  Admin¬ 
istration  amends  Its  regulations  to  re¬ 
designate,  consolidate,  and  revise  the 
regulations  pertaining  to  chattel  security 
servicing  and  liquidation,  to  delete  In¬ 
structions  for  converting  to  forms  and 
procedures  used  under  the  Uniform  Com¬ 
mercial  Code  and  to  add  the  require¬ 
ments  for  providing  a  loan  disclosure 
statonent  for  assumption.  This  redesig¬ 
nation — consolidation — revision  is  In¬ 
tended  to  unify  and  [thus]  Improve  the 
clarity  of  all  chattel  loan  servicing  ac¬ 
tivities  since  these  regulations  are  pres¬ 
ently  contained  in  various  units  and  sec¬ 
tions  of  the  Code  of  Federal  Regulations 
and  is  brought  about  by  an  administra¬ 
tive  decision. 

EFFECTIVE  DATE:  September  6,  1977. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Darrow  Strain,  202-447-2331. 

SUPPLEMENTARY  INFORMATION: 
The  Farmers  Home  Administration 
(FmHA)  sunends  its  regulations  to  es¬ 
tablish  imder  Chapter  XVlll,  Subchap¬ 
ter  I — ^“Loan  and  Grant  Programs  (In¬ 
dividual),”  Title  7,  a  new  Part  1930, 
‘‘Borrower  Property  Security  Servicing 
(Individual),”  Subparts  A  through  D 
(§§  1930.1  through  1930.200)  in  the  Code 
of  PMeral  Regulations.  Subpart  A, 
‘‘Chattel  Security.”  (5§  1930.1-1933.50) 
of  this  New  Part  1930  will  redesignate, 
consolidate,  and  revise  the  regulations 
concerning  servicing  chattel  security 
and  liquidation.  Most  of  Subpart  A  was 
taken  from  various  units  and  sections  of 
Subchapter  P,  Security  Servicing  and 
Liquidations,  Part  1871,  ‘‘Chattel  Se¬ 
curity”  (36  FR  1110,  and  as  amended) 
and  Part  1871  is  hereby  deleted  and 
reserved.  This  new  Subpart  A  revises 
the  current  regulaticms  by  making  more 
explicit  and  detailed  the  policies  and 


procedures  to  be  folloa-ed  by  FmHA  in 
connection  with  the  Uniform  Commer¬ 
cial  Code.  In  this  regard  a  requirement 
to  provide  for  a  loan  disclosure  state¬ 
ment  for  assumptions  is  added  by  Sub¬ 
part  A.  However,  no  substantial  changes 
have  been  made  to  these  regulaticms.  It 
is  the  policy  of  this  Department  that 
rules  relating  to  public  pn^rty,  loans, 
grants,  benefits  or  contracts  shall  be 
published  for  comment  notwithstand¬ 
ing  the  exemption  in  5  U.S.C.  553  with 
respect  to  such  rules.  The  amendments, 
however,  are  not  published  for  proposed 
rulemaking  since  the  purpose  of  this 
change  is  to  clarify  and  consolidate 
these  regulations  and  publication  is 
unnecessary. 

Various  Parts  are  amended.  Part  1871 
is  deleted  and  reserved,  and  Part  1930, 
Subpart  A  is  added  as  f(^ows: 

SUBCHAPTER  E— ACCOUNT  SERVICING 

PART  1861— ROUTINE 
§  1861.1  [Amended] 

(1)  In  S  1861.1,  paragraph  <b)(2), 
change  the  reference  from  ‘‘8  1871.41(c) 
of  this  Chapter”  to  ‘‘Part  1930,  Subpert 
A  of  this  Chapter.” 

§  1861.8  [Amended] 

(2)  In  8 1861.8,  paragraph  (a), 
change  the  reference  from  ‘‘8  1871.13  of 
this  Chapter”  to  ‘‘Part  1930,  Subpart  A 
of  this  Chapter.” 


PART  1864 — DEBT  SETTLEMENT 
§  1864.2  [Amended] 

(3)  In  8  1864.2,  paragraph  (d), 
change  the  reference  from  ‘‘Subpart  B 
of  Part  1871”  to  ‘Part  1930,  Subpart 
A  of  this  Chapter”,  and  in  paragraph 
(k),  change  the  reference  from  ‘‘8  1871.- 
19”  to  ‘‘Part  1930,  Subpart  A  of  this 
Chapter.” 

§  1864.17  [.Amended] 

(4)  In  8  1864.17,  piaragraph  (a)(1), 
change  the  reference  from  ‘‘Subpart  A 
of  Part  1871  of  this  Chapter”,  to  ‘‘Part 
1930,  Subpart  A  of  this  Chapter.” 


PART  1866— FINAL  PAYMENT  ON 
LOANS  SECURED  BY  REAL  ESTATE 

§  1866.1  [Amended] 

(5)  In  8  1866.1(b),  change  the  refer¬ 
ence  from  ‘‘Subpart  A  of  Part  1871  of 
this  Chapter”  to  ‘‘Subpart  A  of  Part 
1930  of  this  Chapter.” 


SUBCHAPTER  F— SECURITY  SERVICING  AND 
UQUIDATIONS 

PART  1871— CHATTEL  SECURITY 

(6)  Part  1871  is  “deleted”  and  “re¬ 
served.” 

PART  1872— REAL  ESTATE  SECURITY 
§  1872.11  [.Amended] 

(7)  In  8  1872.11(b),  change  the  refer¬ 
ence  from  “Subpart  A,  Part  1871,  Sub¬ 
chapter  F  of  this  Chapter”  to  “Subpart  A 
of  Part  1930  of  this  Chapter.*’ 


§  1872.14  [Amended] 

(8)  In  8  1872.14,  change  the  reference 
from  “8  1871.38  of  Subpart  B,  Part  1871, 
Subchapter  F  of  this  Chapter”  to  “Sub- 
part  A  of  Part  1930  of  this  Chapter.” 

§  1872.15  [Amended] 

(9)  In  8  1872.15(c),  change  the  refer¬ 
ence  from  “Subpart  B,  Part  1871,  Sub¬ 
chapter  F  of  this  Chapter”  to  “Subpart  A 
of  Part  1930  of  this  Chapter.” 

§  1872.17  [Amended] 

(10)  In  8  1872.17(e),  change  the  refer¬ 
ence  from  “Subpart  B.  Part  1871  of  Sub¬ 
chapter  F”  to  “Subpart  A  of  Part  1930  of 
this  Chapter.” 

§  1872.22  [Amended] 

(11)  In  8  1872.22  change  the  reference 
from  “Subpart  A.  Part  1871,  Subchapter 
F  of  this  Chapter"  to  “Subpart  A  of  Part 
1930  of  this  Chapter.” 

SUBCHAPTER  I— LOAN  AND  GRANT  PROGRAMS 
(INDIVIDUAL) 

(12)  In  Subchapter  I,  Part  1930,  Sub- 
part  A  is  added : 

PART  1930 — BORROWER  PROPERTY 
SECURITY  SERVICING  (INDIVIDUAL) 
'Subpart  A — Chattal  Security  *C* 

Sec. 

1030.1  Purpose. 

1030.2  Policy. 

1030.3  Authorities  and  respoaslblllties. 

1030.4  Definitions. 

1030.5  Security  Instruments. 

1030.6  Liens  and  assignments  on  chattel 

prc^rty. 

1030.7  Securing  unpaid  balances  on  un¬ 

secured  loans. 

1030.8  Liens  on  real  estate  fix'  additional 

security. 

1930.0  Liens  on  chattel  property  as  secu¬ 
rity  for  a  real  estate  loan. 
1030.10-1030.11  (Reservedl 

1030.12  Marking  ABCS  peanut  and  tobacco 

marketing  cards. 

1030.13  Lists  of  borrowers  given  to  business 

firms. 

1930.14  Account  and  security  information 

In  UOC  cases. 

1930.15-1930.16  [Reserved] 

1930.17  Releasing  chattel  security. 

1930.18  Accounting  f<x  security  property. 

1930.19  Claims  against  Commodity  Credit 

Corporation. 

1930.20-1930.21  [Reserved] 

1930.22  Amendments  of  consents  and  re¬ 

leases  or  suspensions  of  assign¬ 
ments. 

1930.23  Releases  of  liens  on  wool  and  mo¬ 

hair  marketed  by  consignment. 

1930.24  Notice  of  termination  of  security 

InterMt  to  purchasers  of  farm 
products  under  consents  or  as¬ 
signments  upon  payment  In  full. 

1930.25  Release  of  FmHA’s  Interest  in  in¬ 

surance  policies. 

1930.26  Errors  In  security  Instruments  and 

exacting  special  releases. 

1930^27  Termination  or  satisfaction  of  chat¬ 
tel  security  Instruments.  _ 

1930.28  Assignment  of  notes  and  security 

Instruments. 

1930.29  Payment  of  fees  and , Insurance  pre¬ 

miums. 

1930.30  Subordination  and  waivers  of  FmllA 

liens  on  chattel  security. 

1930.31  Reporting  use  of  other  credit. 
1030.32-1930.83  [Resmwed] 

1930.34  Transfer  of  chattel  security  and  EO 
property  and  assumption  of  debts. 
1930.35-1930.39  [Reserved] 
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Sec. 

1930.40  Llquldailoa. 

1930.41  Sale  of  chattel  security  or  KO  pcop> 

erty  by  borrowers. 

1930.42  Repossession,  care,  and  sale  of  chat¬ 

tel  security  of  EO  property  by 
the  County  Superrtsor. 

1930.43  Liquldatloa  of  chattel  security  or 

EO  property  by  other  parties. 

1930.44  Distribution  of  liquidation  sale 

proceeds. 

1930.46  Reporting  sales. 

1930.46  Deceased  borrowers. 

1930.47  Bankruptcy  and  Insolvency. 

1930.48  Set  offs. 

1930.46  Civil  and  criminal  eases. 

1930.60  (Reserved] 

Exhibit  A — ^Memorandum  of  Understanding 
Between  Commodity  Credit  Corpo¬ 
ration  and  Fanners  Home  Adminis¬ 
tration. 

Exlhlblt  B — Memorandum  of  Understanding 
and  Blanket  Commodity  Lien 
Waiver.  ' 

Subpart  A — Chattel  Security  *C* 

S  1930.1  Purpose. 

This  Subpart  delegates  ’authorities 
and  gives  procedures  for  servicing,  care, 
and  llquidatl(»i  of  Farmers  Home  Ad¬ 
ministration  (FmHA)  chattel  security. 
Economic  Opportunity  loan  (EO)  prop¬ 
erty.  and  note  only  loans. 

§  1930.2  Poliry. 

(a)  (Chattel  security  and  EO  property, 
and  note  only  loans  will  be  serviced  to 
accomplish  the  loan  objectives  and  pro¬ 
tect  PmHA’s  financial  interest.  To  ac¬ 
complish  these  objectives,  security  will 
be  serviced  in  accordance  with  the  se¬ 
curity  Instruments  and  related  agree¬ 
ments,  including  any  authorized  modi¬ 
fications,  provided  the  borrower  has  rea¬ 
sonable  propects  of  accomplishing  the 
loan  objectives,  properly  maintains  and 
accounts  for  the  security,  and  otherwise 
satisfactorily  meets  the  loan  obligation, 
including  repayment. 

(b)  If  these  conditicms  are  not  met,  or 
the  chattel  security  must  be  liquidated 
for  other  reasons,  the  security  will  be 
liquidated  promptly  to  protect  FmHA’s 
financial  interest.  Normally,  the  bor¬ 
rower  will  dispose  of  chattel  security  and 
EO  pr(H>erty  at  a  public  or  private  sale. 
However,  when  this  cannot  be  done,  the 
County  Supervisor  will  take  ixMssession 
and  sell  chattel  security  in  accordance 
with  this  Subpart. 

§  1930.3  Authorities  and  rcaponsibili- 
ties. 

(a)  Redelegation  of  authority.  Au¬ 
thority  will  be  redelegated  to  the  maxi¬ 
mum  extent  possible  ccxxsistent  with 
program  requirements  and  available 
resourcts.  The  State  Director,  District 
Director,  and  County  Supervisor  are  au¬ 
thorized  to  redelegate,  in  writing,  any 
authority  delegated  to  them  in  this  Sub¬ 
part  to  any  employee  determined  by 
them  to  be  qualifi^. 

(b)  Responsibilities.  (1)  FmHA  per¬ 
sonnel.  The  State  Director,  District  Di¬ 
rector  and  County  Supervisor  are  re¬ 
sponsible  for  carrying  out  the  policy  and 
procedures  in  this  Subpart. 

(2)  Borrower.  The  borrower  is  respon¬ 
sible  for  repaying.hls  or  her  loans,  main¬ 


taining,  protecting,  and  accounting  to 
FmHA  for  all  chattel  security,  and  com¬ 
plying  with  all  other  requirements  speci¬ 
fied  in  proml8S(N7  notes,  security  Instru¬ 
ments,  and  related  documents. 

§  1930.4  Definitions. 

(a)  FmHA  means  the  United  States  of 
America,  acting  through  the  Farmers 
Home  Administration  and  its  predeces¬ 
sor  administrative  agmcies. 

(b)  Chattel  property.  Crops;  livestock; 
fish;  farm,  business,  and  recreational 
equipment;  supplies;  farm  products; 
other  personal  property;  and  fixtures. 

(c)  Chattel  security  and  security 
property.  CJhattel  property  covered  by 
FmHA  financing  statements  and  secu¬ 
rity  agreements,  chattel  mortgages,  and 
other  security  instruments. 

(d)  EO  property.  Nonsecurity  chattel 
property  purchased,  refinanced,  or  im¬ 
proved  with  EO  loan  funds. 

(e)  EO  property  essential  for  mini¬ 
mum  family  living  needs.  Nonsecurity 
chattel  or  real  property  required  to  pro¬ 
vide  food,  shelter,  or  other  necessities  for 
the  family  or  to  produce  income  without 
which  the  family  would  not  have  such 
necessities.  This  includes  livestock,  poul¬ 
try,  or  other  animals  used  as  food  or  to 
produce  food  for  the  family  or  produce 
income  for  minimum  essential  family 
living  needs;  modest  amounts  of  real 
property  needed  for  family  shelter  or  to 
produce  food  or  income  for  minimum 
essential  family  living  needs,  and  it«ns 
such  as  equipment,  tools,  and  motor  ve¬ 
hicles,  which  are  of  minimum  value  and 
are  essential  for  family  living  needs  or  to 
produce  income  for  that  purpose.  Any 
such  item  of  a  value  in  excess  of  the 
minimum  need  may  be  sold  and  a  por¬ 
tion  of  the  sale  proceeds  used  to  pur¬ 
chase  a  similar  item  of  less  value  to  meet 
such  need.  The  remainder  of  the  pro¬ 
ceeds  will  be  pa’id  on  the  EO  loan. 

(f)  Default.  Failure  of  the  borrower  to 
observe  his  or  her  agreements  with 
FmHA  as  contained  in  notes,  security  tn« 
struments,  and  similar  or  related  instru¬ 
ments.  Some  examples  of  default  or  fac¬ 
tors  to  consider  in  determining  whether 
a  borrower  is  in  default  are  when  a 
borrower: 

(1)  Is  delinquent,  and  the  borrower’s 
refusal  or  Inability  to  pay  on  schedule, 
or  as  agreed  upon,  is  due  to  lack  of  dili¬ 
gence,  lack  of  sound  farming  or  other 
operation,  other  circumstances  within 
the  borrower’s  control. 

(2)  Ceases  to  ccmduct  farming  or 
other  operations  for  which  the  loan  was 
made  or  to  carry  out  approved  changed 
operations. 

(3)  Has  disposed  of  security  or  EO 
property  without  FmHA  approval,  hs« 
not  cared  pri^Jerly  for  such  property, 
has  not  accoxmted  properly  for  such 
property  or  the  pu-oceeds  from  its  sale, 
or  taken  some  action  which  resulted  in 
bad  faith  or  other  violations  in  connec¬ 
tion  with  the  loan. 

(4)  Has  progressed  to  the  point  to  be 
able  to  obtain  credit  from  other  sources, 
and  has  agreed  in  the  note  or  other  in¬ 
strument  to  do  so  but  refuses  to  comply 
with  that  agreement. 


(g)  Liquidation.  The  act  of  selling  se¬ 
curity  or  EO  property  to  cloee  the  loan 
in  those  cases  in  which  no  further  assist¬ 
ance  will  be  given;  or  instituting  civil 
suit  against  a  borrower  to  recover  secu¬ 
rity  or  EO  property  or  against  third  par¬ 
ties  to  recover  security  property  or  its 
value  or  to  recover  amounts  owed  to 
FmHA;  or  filing  claims  in  bankruptcy  or 
similar  proceedings  or  in  probate  or  ad¬ 
ministration  proceedings  to  close  the 
loan. 

(h)  Civil  action.  Court  proceedings  to 
protect  FmHA's  financial  interests  such 
as  obtaining  possession  of  property  from 
borrowers  or  third  parties,  judgments 
on  indebtedness  evidenced  by  notes  or 
other  contracts  or  judgments  for  the 
value  of  converted  property,  or  judicial 
foreclosure  of  security  instruments. 
Bankruptcy  and  similar  proceedings  to 
impound  and  distribute  the  bankrupt’s 
assets  to  creditors  and  probate  and  sim¬ 
ilar  proceedings  to  settle  and  distribute 
estates  of  incompetents  or  of  decedents 
under  a  will,  or  otherwise,  and  pay  claims 
of  creditors  are  not  Inclucled. 

(i)  Criminal  action.  Court  prosecution 
by  the  United  States  to  exact  punish¬ 
ment  in  the  form  of  fines  or  imprison¬ 
ment  for  alleged  violations  of  criminal 
statutes.  These  include  but  are  not  lim¬ 
ited  to  violations  such  as: 

(1)  Unauthorized  sale  of  security 
property  with  intent  to  defraud. 

( 2 )  Purchase  of  security  property  with 
intent  to  defraud  and  without  payment 
of  the  purchase  price  to  FYnHA; 

(3)  Falsification  of  assets  or  liabilities 
in  loan  applications; 

(4)  Application  for  a  loan  for  an  au¬ 
thorized  purpose  with  intent  to  use  and 
use  of  loan  funds  for  an  unauthorized 
purpose; 

(5)  Decision  after  obtaining  a  loan  to 
use  and  using  the  funds  for  an  iinn.ii- 
thorized  purpose  and  then  making  false 
statements  regarding  their  use;  or 

(6)  By  scheme,  trick,  or  other  device, 
covering  up  or  concealing  misuse  of  fimds 
or  unauthorized  dispositions  of  security 
or  EO  property  or  other  illegal  actions; 
or 

(7)  Any  other  false  statements  or  rep¬ 
resentation  relating  to  FmHA  matters. 
In  order  to  establish  that  a  criminal  act 
was  committed  by  selling  EO  property,  it 
Is  necessary  to  show  that  the  borrower, 
at  the  time  he  signed  the  loan  agreement 
or  the  check  on  the  supervised  hanir  ac¬ 
count,  intended  to  sell  the  property  in 
violation  of  his  loan  agreement.  The  Fed¬ 
eral  criminal  statute  of  limltatiiHis  bars 
institution  of  criminal  action  five  years 
after  the  date  the  act  was  committed. 
When  actions  by  borrowers  represent 
minor  deviations  from  the  policies  ex¬ 
pressed  in  FmHA  regulaticms,  such  ac¬ 
tions  are  not  considered  as  criminal 
violations  for  the  purposes  of  this  Sub¬ 
part.  Examples  of  such  minor  deviations 
are  failure  of  the  borrower  to  account 
properly  for  nominal  amounts  derived 
fr(xn  the  sale  of  secmdty  pn^Jerty  or  for 
minor  items  of  security.  However,  re¬ 
peated  unauthorized  disposition  of  even 
minor  items  by  the  borrower  will  be  con¬ 
sidered  criminal  violaticms. 
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(j)  Abandonment,  Voluntary  relbi- 
qulshment  by  the  borrower  of  c<Mitrol  of 
security  or  EO  property  without  provid¬ 
ing  for  its  care. 

(k)  Repossessed  property.  Seciu-ity  or 
EO  ];M‘<H)erty  in  FmHA’s  custody,  but  still 
owned  by  the  borrower. 

(l)  Purchase  money  security  interest. 
Special  type  of  secmity  interest  which, 
if  properly  perfected,  takes  priority  over 
an  earlier-perfected  security  interest  A 
security  interest  is  a  purcha^  money  se¬ 
curity  Interest  to  the  extent  that  it  is 
taken  by  the  seller  of  the  collateral  to 
secure  all  or  part  of  its  purchase  price  or 
by  a  lender  who  makes  loans  or  is  obli¬ 
gated  to  make  loans  or  otherwise  gives 
value  to  enable  the  debtor  to  acquire  the 
particular  collateral  or  obtain  rights  in 
it  and  if  such  value  is  given  not  later 
than  the  time  the  debtor  acquires  the 
collateral  or  obtains  rights  in  it. 

(m)  Foreclosure  sale.  Act  of  selling 
security  property  either  under  the 
“Power  of  Sale”  in  the  seciuity  instru¬ 
ment  or  through  court  proceedings. 

(n)  Acquired  chattel  property.  Former 
security  or  EO  pnHJcrty  of  which  PmHA 
has  beccxne  the  owner  (Refer  to  S  1955.20 
of  this  (Chapter) . 

(o)  Office  of  the  General  Counsel 
(OGC) .  Hie  Regional  Attorneys  and  At¬ 
torneys  in  charge  of  the  Office  of  the 
G^eral  Counsel  of  the  United  States  De¬ 
partment  of  Agriculture. 

§  1930.5  Security  instruments. 

County  Supervisors  are  responsible  for 
maintaining  security  instruments  that 
will  cover  all  security  property,  including 
replacements,  increases,  and  other  after- 
acquired  property,  and  for  obtaining  ad¬ 
ditional  security  as  needed.  They  will 
execute  continuation,  extension,  or  re¬ 
newal  of  security  instruments  as  needed 
to  protect  PmHA’s  security  interests. 

(a)  Financing  statement.  An  PmHA 
Financing  Statmient  is  effective  as  notice 
for  5  years  from  the  date  of  filing.  A  new 
statement  needs  to  be  taken  and  filed 
(Hily  if  the  debt  is  to  be  secured  by  prop¬ 
erty  not  described  specifically  or  by  tsrpe, 
or  by  crops  growing  or  to  be  grown,  or 
fixtures  located  or  to  be  located  on  land 
not  described  on  the  filed  statement. 

(1)  However,  the  filed  statement  must 
be  continued  to  notify  third  parties  after 
the  original  5 -year  period.  Either  Form 
FmHA  462-7,  “Continuation  Statement,” 
or  Form  PmHA  462-12,  “Continuation 
or  Termination  Statement”  must  be  filed 
within  6  months  before  the  end  of  the 
original  5-year  period.  On  filing  Form 
PmHA  462-7  or  Form  PmHA  462-12,  the 
filed  Financing  Statement  is  effective  for 
5  more  years  after  the  date  to  which  the 
original  filing  was  effective.  Successive 
Continuation  Statements  may  be  filed 
to  continue  the  notice  to  third  parties. 
A  lien  search  is  unnecessary  provided  the 
Continuation  Statement  is  properly  filed. 

(2)  Form  PmHA  462-11,  “Request  for 
Continuation  Statement  Piling  Pee,”  may 
be  used  to  notify  the  borrower  to  con¬ 
tinue  the  Financing  Statement  and  to 
submit  the  amount  of  the  filing  fee. 

(b)  Security  agreement.  When  an  ini¬ 
tial  Operating  Loan  (OL)  or  Emergency 


Loan  (EM)  is  made  to  an  applicant.  In¬ 
cluding  a  paid-in-full  OL  EM  bor¬ 
rower,  a  new  security  agreement  will  be 
taken  when: 

(1)  Property  not  covered  by  specific 
description  or  the  printed  language  of 
the  previous^  security  agreement  is  to 
serve  as  security  for  the  debt; 

(2)  It  is  necessary  to  obtain  or  main¬ 
tain  a  security  interest  in  crops;  or 

(3)  It  is  necessary  to  svipplement  the 
security  agreement  to  obtain  an  asset 
for  security  property.  A  State  supple¬ 
ment  will  be  issu^  when  considered  nec¬ 
essary  by  the  State  Director  and  OGC 
to  further  explain  the  situations  requir¬ 
ing  the  taking  of  an  additional  security 
agreement.  Such  additional  security 
agreement  usually  will  be  taken  at  about 
the  time  of  the  annual  inspection  of 
security  property  required  by  §  1930.18. 

(c)  Chattel  mortgage.  A  chattel  mort¬ 
gage  may  be  extended  or  renewed  by 
obtaining  a  new  chattel  mortgage  or  by 
using  a  form  approved  for  this  purpose 
by  OOC.  However,  it  Is  preferable  to 
renew  or  extend  chattel  mortgages  by 
obtaining  new  ones  unless  there  are  in¬ 
tervening  liens  or  other  legal  reasons. 
A  State  supplement  will  be  issued  stating 
the  actions  to  follow  to  assure  that: 

(1)  FmHA  liens  and  their  priority  are 
maintained  by  renewing  or  extending 
security  instruments  or  by  obtaining  new 
instruments. 

(2)  Lien  searches  are  made  as  neces¬ 
sary  to  determine  that  FmHA  will  obtain 
the  required  priority  of  liens. 

§  1930.6  I.icn<  and  a5«ignni<‘nts  un  t-lial- 
tel  property. 

(a)  Chattel  property  not  covered  by 
FmHA  lien.  (1)  When  additional  chattel 
property  not  presently  covered  by  an 
FmHA  lien  is  available  and  need^  to 
protect  FmHA’s  interest,  the  Coimty 
Supervisor  will  obtain  one  or  more  of 
the  following: 

(1)  A  lien  on  such  property:  or 

(il)  An  assignment  of  the  proceeds 
from  the  sale  of  agricultural  products 
when  such  proceeds  are  not  covered  by 
the  lien  instruments,  or 

(iii)  An  assignment  of  other  Inccnne, 
including  Agricultiunal  C<mservation  Pro¬ 
gram  payments. 

(2)  When  a  current  loan  is  not  being 
made  to  a  borrower,  a  crop  lien  will  be 
taken  as  additional  security  when  the 
(bounty  Supervisor  determines  in  indi¬ 
vidual  cases  that  it  is  needed  to  protect 
FmHA  interests.  However,  a  crop  lien 
will  not  be  taken  as  additional  security 
for  Farm  Ownership  (FO),  Rural  Hous¬ 
ing  (RH) ,  Labor  Housing  (LH) ,  and  Soil 
and  Water  (SW)  loans.  When  a  new 
security  agreement  or  chattel  mortgage 
is  taken,  all  existing  security  itrais  will 
be  described  on  it. 

(b)  Lien  search.  When  a  lien  is  taken 
on  chattel  property  not  covered  by  an 
FmHA  lien,  a  Uen  search  wUl  be  made. 
It  will  not  be  needed,  however,  if  crops 
or  other  chattel  property  are  covered  by 
a  filed  FmHA  Financing  Statement  but 
not  by  an  FmHA  security  agreraient 
or  assignment  of  income.  The  search  will 
be  made  at  a  time  which  will  assure 


tiiat  RnHA  obtains  the  desired  lien  on 
chattel  property  as  set  forth  by  a  State 
supplement. 

(c)  Assignment  of  wheat  certificates 
payments  and  feed  grain  payments.  Bor¬ 
rowers  may  assign  Agricultural  Stabili¬ 
sation  and  Conservatioa  Service  (A8CS) 
price  suppmt  and  certificate  paymmts 
under  ABCS  wheat  and  feed  grain  pro¬ 
grams. 

(1)  Obtaining  assignments.  A.ssign- 
mcnts  will  be  obtained  as  follows : 

(1)  In  selected  cases  in  counties  agreed 
to  by  FmHA  State  Directors  and  ASCS 
State  Committees, 

(ii)  Only  whoi  it  appears  necessary 
to  collect  the  FmHA  <H>eratlng-type  loans. 

(iii)  Only  for  the  crop  year  for  which 
FmHA  weratlng-type  loans  are  made, 
and 

(iv)  For  the  full  amount  of  the  wheat 
certificate  payment  and  an  advance  and/ 
or  final  feed  grain  payment. 

(2)  Selecting  counties.  State  Directors 
will  inform  ASCS  State  Committees  of 
the  counties  in  which  FmHA  desires  to 
obtain  assignments  from  borrowers. 
When  counties  have  been  agreed  to  by 
FmHA  State  Directors  and  ASCS  State 
Committees,  the  State  Directors  will  no¬ 
tify  the  iq>propriate  County  Supervisors 
about  obtaining  the  assignments.  The 
County  Supervisors  then  will: 

(i)  Determine,  at  the  time  of  loan 
processing  for  indebted  borrowers  and 
new  iu>plicant8,  who  must  give  assign¬ 
ments  and  obtain  thnn  not  later  than 
loan  closing.  Special  efforts  will  be  made 
to  obtain  the  bulk  of  assignments  before 
the  sign-up  period  for  enrolling  in  the 
annual  Feed  Grain  and  Wheat  set  aside 
programs. 

(ii)  Obtain  assignments  from  selected 
borrowers  on  Form  FmHA  462-8,  “Wheat 
and  Feed  Grain  Programs — Assign¬ 
ments.” 

(3)  Determining  payments.  Under  the 
Agricultiutd  Act  of  1970,  the  per  bushel 
rates  of  payments  to  participating  pro¬ 
ducers  are  determined  in  part  by  the 
average  market  prices  for  com,  grain 
sorghums,  barley,  and  wheat  during  the 
first  5  months  of  the  respective  market¬ 
ing  years.  Preliminary  payments,  at  spec¬ 
ified  rates  for  com,  grain  sorghums,  and 
barley  and  at  75  percent  of  the  estimated 
final  rate  for  wheat,  will  be  made 
promptly  after  July  1.  Pinal  payments,  if 
any,  will  be  made  after  determining  the 
rat^  of  payment. 

(4)  Releasing  assignments  and  han¬ 
dling  checks,  (i)  ITie  County  Supervisor 
will  Inform  the  ASCS  County  Office  that 
it  is  releasing  its  assignment  whenever  a 
borrower  pays  FmHA  the  amount  due  for 
the  year  on  the  (Hierating-type  loan  debt 
or  pays  the  debt  in  full. 

(ii)  Checks  obtained  as  a  result  of  an 
assignment  will  be  made  Jointly  to  the 
producer  and  FmHA.  Such  checks  may 
be  endorsed  by  both  parties  and  sched¬ 
uled  as  a  payment  or  pajrments  to 
FmHA,  or  endorsed  and  released,  includ¬ 
ing  partial  release,  to  the  borrower  if  the 
borrower  has  paid  FmHA  the  amount  due 
for  the  year  on  the  operating-type  loan 
or  has  paid  the  debt  in  full 
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S  1930.7  Securing  unpaid  balances  on 
unsecured  loans. 

The  County  Supervisor  will  take  a  lien 
on  a  borrower's  chattel  property  in  ac¬ 
cordance  with  f  1930.6  If  It  Is-  necessary 
to  rely  on  such  property  for  the  collection 
of  the  borrower’s  unsecured  indebted¬ 
ness,  or  it  will  assist  in  accomplishing 
loan  objectives. 

§  1930.8  Liens  on  real  cslale  for  addi¬ 
tional  security. 

The  best  lien  obtainable  may  be  taken 
on  any  real  estate  owned  by  the  borrow¬ 
er,  including  any  real  estate  which  al¬ 
ready  serves  as  security  for  another  loan. 
Such  liens  will  be  taken  only  when  the 
existing  security  is  not  adequate  to  pro¬ 
tect  FmHA  Interests,  and  the  borrower 
has  substantial  equity  in  the  real  estate 
to  be  mortgaged,  and  taking  such  mort¬ 
gage  will  not  prevent  making  an  FmHA 
real  estate  loan,  if  needed,  later. 

(a)  Documentation.  Before  taking  real 
estate  as  additional  security  for  an 
FmHA  loan,  the  following  information 
will  be  put  in  the  running  record: 

(1)  Facts  justifying  the  real  estate 
lien; 

(2)  An  estimate  of  the  present  market 
value  of  the  real  estate  to  be  mortgaged 
(no  appraisal  of  the  property  to  be  mort¬ 
gaged  is  needed) ; 

(3)  A  brief  descriptiem  of  any  exist¬ 
ing  liens  on  the  property  and  the  impaid 
balance  on  the  debts  secured  by  such 
existing  liens;  and 

(4)  Name  of  the  titleholder  and  how 
title  of  the  property  is  held.  (Title  evi¬ 
dence  is  not  required.) 

(b)  Forms.  Form  FmHA  427-1  (State), 

“Real  Estate  Mortgage  for  _ ” 

will  be  used  for  each  real  estate  lien  tak¬ 
en  as  additional  security  unless  a  State 
supplement  requires  a  form  of  mortgage 
comparable  to  that  which  secures  the 
existing  loans  to  be  additionally  se¬ 
cured.  The  notes  evidencing  the  FmHA 
loans  for  which  the  additional  security 
will  be  taken  will  be  described  in  the 
same  mortgage. 

§  1930.9  Lien  on  chaltel  property  as 
Keciirily  for  a  real  estate  loan. 

Form  FmHA  440-15,  “Seciulty  Agree¬ 
ment  (Insured  Loans  to  Individuals)" 
and  Form  FmHA  440A25,  "Financing 
Statement,"  or  Form  FmHA  440-25, 
“Financing  Statement,"  as  appropriate, 
will  be  used  in  Uniform  Cmnmercial  Code 
(UCC)  States,  and  Form  FlnHA  440-15, 
“Chattel  Mortgage  (Insured  Loans  to  In¬ 
dividuals)"  will  be  used  in  non-UCC 
States  unless  State  supplements  provide 
for  using  other  forms.  ' 

§§  1930.10-1930.11  [Re8^r>ed] 

§  19.30.12  Marking  ASCS  peanut  and  to- 
bacro  marketing  cards. 

Tlie  County  Supervisor  will  mark 
ASCS  marketing  cards  for  all  borrowers 
who  have  peanut  or  tobacco  crops  under 
lien  to  FmHA. 

(a)  Marketing  cards.  Just  before  ASCS 
prepares  the  cards,  the  FmHA  County 
Office  will  give  the  appropriate  ASCS 
County  Office  lists  of  the  names  and  ad¬ 
dresses  of  FmHA  borrowers  whose  cards 


are  to  be  marked  and  inform  the  (^ce 
that  FmHA  will  mark  the  cards  of  each 
borrower  vdiose  name  is  on  the  Ust  before 
delivery.  After  FmHA  determines  that 
the  cards  are  ready  for  delivery,  the 
County  Supervisor  or  his  designate  will 
go  to  the  ASCS  County  Office  and; 

(1)  Stamp  or  insert  “FmHA  lien"  in 
script  in  indelible  ink  on  the  cards  for 
peanuts  and  tobacco,  except  flue-cured 
and  burley  tobaicco.  wherever  decided 
by  the  FmHA  County  Supervisor  and 
the  ASCS  County  Office  Manager. 

(2)  Stamp  or  insert  “FmHA  lien”  in 
script  in  indelible  ink  on  borrower’s 
Form  MQ  76.  “Tobacco  Marketing 
Card.”  for  flue-cured  and  burley  tobac¬ 
co.  Ihe  stamp  will  be  placed  cm  trie  left 
at  the  bottom  of  the  signature  strip  un¬ 
der  “Tobacco  Marketing  Card.” 

(3)  If  the  borrower  satisfies  the  lien 
or  repays  the  amount  due  the  currrat 
year,  stamp  “canceled”  across  “FmHA 
lien"  followed  on  the  same  line  by  the 
name  of  the  official  making  the  cancella¬ 
tion  and  the  date. 

(b)  Notice  to  borrowers.  The  County 
Supervisor  will  inform  borrowers  of 
marketing  arrangements,  including  the 
requirements  for  canceling  the  lien  no¬ 
tice  on  the  card. 

(c)  Notice  to  buyers.  Whenever  possi¬ 
ble.  the  County  Supervisor  will  explain 
these  arrangements  personally  to  buyers 
(warehousemen  and  dealers  in  the  case 
of  tobacco)  in  the  area.  He  will  also  ex¬ 
plain  that  the  lien  notice  on  the  cards  is 
not  in  place  of  the  notice  given  by  filed 
or  recorded  lien  instruments  but  is  a 
courtesy  and  is  to  provide  them  with 
readily  available  current  information. 
However,  this  information  may  not  al¬ 
ways  be  accurate  and  commodities  cov¬ 
ered  by  a  card  not  stamped  “FmHA  lien” 
may  stilL  be  subject  to  an  FmHA  lien.  If 
too  many  buyers  are  in  the  area,  the 
Coimty  Supervisor  may  write  them  a 
letter  explaining  the  arrangements  to 
them. 

§  1930.13  IJsIs  of  borrowers  given  to 
buKineHM  firms. 

The  County  Supervisor  may  give  lists 
of  borrowers  whose  chattels  or  crops  are 
subject  to  an  FmHA  lien  to  business 
firms  in  a  trade  area,  such  as  salesbams 
and  warehouses,  that  buy  chattels  or 
crops  'or  sell  them  for  a  commission. 
However,  Uie  County  Supervisor  will  give 
these  lists  to  any  such  firm  (»i  its  request. 
These  lists  will  exclude  those  borrowers 
whose  only  crops  for  sale  require  ASCS 
marketing  cards. 

(a)  The  list  will  contai;}  the  state¬ 
ment:  “The  crop  and  chattel  liens  of 
financing  statements  of  the  Farmers 
Hcmie  Administration  are  recorded  or 
filed  as  required  by  law.  This  list  of  bor¬ 
rowers  is  furnished  only  sis  a  conven¬ 
ience.  It  may  be  incomplete  or  inaccurate 
as  of  any  particular  date.  The  fact  that 
a  person’s  name  is  not  on  this  Ust  does 
not  necessarily  mean  that  the  Farmers 
Home  Administration  does  not  have  se¬ 
curity  interest  in  or  lien  on  his/her  crops, 
Uvestock,  and  other  chattels.” 

(b)  Lists  wUl  be  sent  by  Form  FmHA 
462-3,  “List  of  Farmers  Home  Adminis¬ 


tration  Borrowers,"  or  the  County  Su¬ 
pervisor  may  consider  it  advisable  to 
personally  deUver  and  explain  the  form 
and  list  to  the  buyers.  The  County  Super¬ 
visor  will  update  all  lists  that  have  been 
distributed  by  notifying  buyers  m  writ¬ 
ing,  on  Form  FmHA  462-14,  “Change  in 
List  of  Fanners  Home  Administration 
Borrowers,"  at  least  every  3  months,  of 
the  names  of  borrowers  to  add  and  of 
paid-up  or  transferred  borrowers  to  de¬ 
lete. 

§  1930.14  Account  and  security  infor¬ 
mation  in  UCC  cases. 

Within  2  weeks  after  receipt  of  a  writ¬ 
ten  request  from  the  borrower,  FmHA 
must  inform  the  borrower  as  to  the  secu¬ 
rity  and  the  total  impaid  balance  of  Uie 
FmHA  mdebtedness  covered  by  the  Fi¬ 
nancing  Statement. 

(a)  If  FmHA  fails  to  provide  the  in¬ 
formation.  it  is  liable  for  any  loss  caused 
the  borrower  and,  in  some  States,  other 
parties,  and  also  may  lose  smne  of  its 
security  rights.  The  UCC  provides  that 
the  biHTOwer  is  entitled  to  such  informa¬ 
tion  once  every  6  months  without  charge, 
and  that  FmHA  may  ask  up  to  $10  for 
each  additional  statem^t.  However, 
FmHA  provides  them  without  charge. 
’The  requested  informatiim  goes  on  Form 
FmHA  462^10,  “Fanners  Home  Admin¬ 
istration’s  Answer  to  Request  for  Infor¬ 
mation.” 

(b)  Although  the  UCC  only  requires 
FmHA  to  give  information  pursuant  to 
the  borrower’s  written  request,  FTnHA 
will  also  answer  c»ul  requests.  Further¬ 
more.  the  UCC  does  not  prohibit  giving 
this  information  to  others  who  have  a 
proper  need  for  it,  such  as  a  bank  or 
another  creditor  contemplating  advanc¬ 
ing  additional  credit  to  ^e  borrower. 

§§  1930.15-1930.16  [Reserved] 

§  1930.17  Releasing  chattel  security. 

CThattel  security  may  be  released  rnily 
when  release  will  not  be  to  the  financial 
detriment  of  FmHA.  Borrowers  will  be 
strictly  accountable  to  FmHA  for  the 
pnH>er  use  of  proceeds  frixn  the  sale  of 
security  i;m>perty.  Insurance  proceeds  de¬ 
rived  frmn  the  loss  of  security  property 
will  be  treated  the  same  as  sale  proceeds. 
TTie  authority  to  release  security  for 
FmHA  loans  is  different  for  basic  secu¬ 
rity  and  normal  income  security  as 
follows: 

(a)  Basic  security.  Basic  security  is  all 
equipm^t  (including  fixtures  in  UCC 
States)  and  foundation  herds  and  flocks 
securing  FmHA  loans  which  serve  as  a 
basis  for  the  farming  or  other  operation 
outlined  in  Form  FmHA  431-2,  “Farm 
and  Home  Plan."  Form  FmHA  431-3, 
“Family  Budget,”  or  Form  FmHA  431-4, 
“Business  Analysis  Nonagricultural  En¬ 
terprise,”  and  replacement  of  such  prop¬ 
erty.  It  also  includes  animals  sold  as  a 
result  of  the  normal  culling  process,  un¬ 
less  the  borrower  has  r^lacements  that 
will  keep  numbers  and  productiim  up  to 
planned  levels  and  animals  or  birds  sold 
whm  a  bmrower  plans  to  significantly 
reduce  the  basic  livestock  herd  or  flocks. 
County  Supervisors  may  release  basic 
security  when  the  pr(H>erty  has  been  sold 
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or  exchanged  for  Its  present  market 
value,  and  the  proceeds  are  used  for  one 
or  more  ot  Uie  following  puipoees: 

XI)  TO  apply  to  the  debts  owed  to 
FmHA  which  are  secured  by  liens  on  the 
property  sold. 

(2)  To  purchase  fitxn  the  im>ceeds  of 
the  sale,  or  to  acquire  through  exchange, 
property  more  suitable  to  the  borrower’s 
nee^.  'Ihe  new  property,  together  with 
any  proceeds  applied  to  the  Indebtedness, 
wiU  have  security  value  to  FmHA  at  least 
equal  to  that  of  the  lien  formerly  held 
by  FmHA  on  the  old  pr(H>erty  and  sub¬ 
ject  to  the  following: 

(I)  UCC  cases.  Under  the  after-ac¬ 
quired  property  provisions  of  the  security 
agreement,  the  new  property,  except  fix¬ 
tures,  will  be  subject  to  the  security  In¬ 
terest  of  FmHA  provided  the  financing 
statement  on  file  and  the  security  agree¬ 
ment  cover  the  class  of  prtH>erty.  There¬ 
fore.  new  security  instalments  will  not 
be  needed. 

(A)  However,  If  either  the  financing 
statement  or  security  agreement  does 
not  cover  such  property,  a  new  Instru- 
m«it  will  be  taken. 

(B)  Since  the  after-acquired  property 
clause  in  the  security  agreement  does  not 
cover  fixtures,  a  new  security  agre«nent 
would  have  to  be  taken  for  them.  A  new 
financing  statement  also  will  have  to  be 
taken  and  filed  unless  the  existing  filed 
financing  statement  covers  fixtures  by 
class  and  describes  the  land  on  which  the 
new  fixtures  are  or  are  to  be  located. 

(II)  Chattel  mortgage  cases.  The  new 
property  Is  made  subject  to  a  lien  In 
favor  of  FmHA  by  the  execution  of  a  new 
security  instrument  (or  by  operation  of 
the  "replacement”  or  "after-acquired 
property”  clauses  in  lien  Instruments  In 
accordance  with  State  supplements) . 

(ill)  rime  of  taking  new  security  in¬ 
struments.  New  security  instruments  are 
taken  at  the  time  of  the  acquisition  of 
the  new  property  referred  to  in  para- 
grai^  (a)  (2)  (1)  and  (11)  of  this  section. 
In  individual  cases,  however,  Coimty  Su¬ 
pervisors  may  delay  as  long  as  1  year  or 
until  new  instrummts  are  necessary  for 
other  reasons,  whichever  is  earlln',  when 
adequate  security  will  ccmtinue  to  exist. 
Security  is  considered  adequate  if  its 
value,  as  determined  by  a  chattel  ap¬ 
praisal  of  the  borrower’s  chattel  property 
remaining  imder  lien  to  FmHA,  is  sub¬ 
stantially  greater  than  the  amount  of  the 
debt. 

(3)  To  make  payments  to  other  credi¬ 
tors  having  liens  on  the  pr(H>erty  s<4d 
which  are  supoior  to  the  liens  of  FmHA. 
However,  any  amount  remaining  after 
payments  to  the  other  creditors  will  be 
used  In  acc(»dance  with  paragn4)hs  (a) 
(1)  and  (2)  of  this  section. 

(4)  To  pay  costs  to  preserve  security 
proper^  because  of  an  emergency  or  ca¬ 
tastrophe,  when  the  need  for  funds  can¬ 
not  be  met  through  an  FmHA  loan,  or  an 
FmHA  locm  cannot  be  made  in  time  to 
prevent  the  brnrowar  or  FmHA  from  suf¬ 
fering  a  substantial  loss. 

(b)  Normal  income  security.  This  is  aB 
security  property  not  conskHered  as  basic 
security  including  crops,  livestock,  poul¬ 
try,  iM’odiicte,  and  other  property  covered 


by  FmHA  Uais  which  are  sold  in  cg)erat- 
Ing  the  farm  or  other  business.  County 
Supervisors  may  r^ease  normal  income 
security  when  the  pnq;>erty  has  been  sold 
for  its  present  market  value  and  the  pro¬ 
ceeds  are  used  in  accordance  with  the 
following  requirements  or  the  property 
is  disposed  of  without  sale  under  one  or 
more  of  the  following  conditl(ms  in  this 
paragraph: 

(1)  To  pay  debts  owed  to  FmHA. 

(2)  To  pay  farm  and  home  or  other 
operathig  expenses  provided  for  in  tables 
of  Form  FmHA  431-2,  Form  FmHA  431- 
3,  or  Form  FmHA  431-4. 

(3)  To  pay  necessary  farm  and  home 
or  other  operating  expenses  shown  as 
debts  in  the  financial  statement  on  Form 
FmHA  431-2  or  Form  FmHA  431-3  and 
to  be  paid  during  the  year  as  shown  by 
the  debt  payment  table,  provided  these 
debts  were  incurred  in  the  production, 
harvesting,  or  marketing  of  crops,  live¬ 
stock,  poultry  »r  products  sold  dining  the 
year,  or  were  for  family  subsistence  for 
that  year. 

(4)  To  pay  an  amount  not  more  than 
the  equivalent  of  1  year’s  income  taxes 
and  social  security  taxes. 

(5)  To  make  payments  to  other  credi¬ 
tors  having  liens  on  the  pn^rty  sold 
which  are  superior  to  f^nHA  liens. 

(6)  TO  pay  annual  Installments  on 
debts  owed  on  ess^tlal  real  estate  to 
creditors  other  than  FmHA.  These 
amounts  must  be  reasonable  when  re¬ 
lated  to  the  normal  rental  charge  for 
similar  real  estate  in  the  area,  and  there 
should  be  assurance  that  the  borrower 
will  keep  the  real  estate  at  least  for  the 
next  year. 

(7)  To  make  reasonable  payments  (xi 
debts  owed  to  other  creditors  for  essential 
home  equipment  and  passenger  auto¬ 
mobiles  provided  for  in  the  debt  payment 
tables  of  Form  FmHA  431-2  or  Form 
FmHA  431-3  or  approved  revisions.  Such 
debts  ordinarily  will  be  considered  for 
payment  only  after  the  full  amount 
agreed  on  for  the  year  has  been  paid  to 
FmHA.  However,  reasonable  amounts 
may  be  paid  to  other  creditors  first  if 
failure  to  make  paymente  tio  other  credi¬ 
tors  when  due  would  result  in  the  bor¬ 
rower’s  losing  possession  of  essential 
home  equipment  or  passenger  auto¬ 
mobile,  and  the  loss  would  require  the 
borrower  to  replace  the  property  ex:  to  go 
to  substantial  additional  expense  in  order 
to  continue  his  operation. 

(8)  To  make  payments  on  debts  (xi 
harvesting  equipment  such  as  cotton 
pickers,  com  pickers,  combines,  forage 
paying  essential  harvesting  expenses 
provided  an  OL  loan  or  EM  loan  for  the 
crop  year  did  not  include  funds  fw  the 
payment  <rf  depreciation  on  such  equip¬ 
ment,  and  the  total  amount  released  fix' 
such  payments  and  harvesting  costs,  plus 
any  loan  funds  advanced  for  harvesting 
costs,  is  not  more  than  the  amount  that 
would  be  required  during  the  cr(x>  year  on 
a  custixn  basis  to  harvest  the  crops  using 
the  harvesting  equiixnent, 

(9)  To  make  payments  on  debts  owed 
to  other  creditors  and  to  make  purchases 
or  to  meet  expenses  not  otherwise 
covned  in  this  section  provided: 


(1)  Debt  payments,  purchases,  cx:  ex¬ 
penses  are  Included  in  Form  FmHA 
431-2.  Form  FmHA  431-3,  or  Fonn 
FmHA  431-4; 

(D  Sufficient  Income  will  be  available 
to  pay  an  amount  equivalent  to  that 
scheduled  on  the  notes  to  fall  due  during 
the  year,  plus  the  amount  agreed  on  for 
any  delinquencies,  on  FmHA  debts  se¬ 
cured  by  liens  on  chattel  property:  and 

(ill)  Debt  payments,  purchases,  or  ex¬ 
penses  are  essential  for  the  borrower  to 
obtain  or  keep  necessary  equipment  or 
to  continue  a  sound  cmaration. 

(10)  To  pay  costs  required  to  preserve 
security  pnmerty  because  of  an  emer¬ 
gency  or  catastrophe,  when  the  need  for 
funds  cannot  be  met  through  an  FmHA 
loeui  or  an  FmHA  loan  cannot  be  made  in 
time  to  prevent  the  borrower  or  FmHA 
from  suffering  a  substantial  loss. 

•  (11)  To  permit  crems  serving  as  secur¬ 

ity  for  FmHA  loans  to  be  fed  to  livestock 
vdien  the  County  Supervisor  determines 
that  this  disposal  is  preferable  to  direct 
marketing  of  the  crops,  ix'ovided  a  lien 
or  assignment  is  obtained  oa  the  live¬ 
stock  or  livestock  products. 

(12)  When  livestock  is  consiuned  by 
the  borrower  family  for  subsistence. 

(c)  Distribution  of  income  from  nor¬ 
mal  income  security.  On  finding  that  the 
amount  of  income  originally  planned  for 
the  year  will  not  be  received,  the  County 
Supervisor  will  determine,  in  consulta¬ 
tion  with  the  borrower,  how  to  use  in¬ 
come  that  is  available  or  will  become 
available  during  the  remainder  of  the 
planned  year  as  shown  on  Forms  FmHA 
431-2  or  FmHA  431-4.  If  other  creditors 
have  liens  on  the  property  from  which 
the  normal  income  is  received,  they  also 
must  be  consulted.  Priorities  in  distrib¬ 
uting  the  income  that  will  be  availaUe 
are  as  follows: 

(1)  Pay  necessary  farm,  home,  and 
other  expenses  planned  for  payment  by 
cash  as  Incurred. 

(2)  Prorate  r^iayments  on  credit  ad¬ 
vanced  for  necessary  farm,  home,  and 
other  operating  expenses  to  FnHA  and 
other  creditors. 

(3)  Make  planned  payments  on  other 
debts  as  shown  in  Table  K  of  Form 
FmHA  431-2  or  Table  H  of  Form  FmHA 
431-3.  However,  minimum  pasnnents  may 
be  made  on  such  debts  along  with  the 
payment  of  cash  farm,  home,  and  other 
operating  expenses  on  credit  advanced 
for  such  purposes  when  necessary  to  en¬ 
able  the  borrower  to  keep  essential  prop¬ 
erty. 

(d)  Plans  osmosis  for  releasing  chattel 
security.  Release  of  both  basic  and  nor¬ 
mal  Income  security  will  be  based  on  in¬ 
formation  about  the  borrower’s  opera¬ 
tions  as  shown  on  Form  FmHA  431-2, 
Form  FmHA  431-3,  or  Form  FmHA 
431-4,  as  appropriate. 

(1)  If  i^ans  have  been  developed  for 
the  borrower’s  current  enm  or  business 
year,  the  release  will  be  based  on  them. 

(2)  If  no  recent  plans  have  been  made 
with  the  borrower,  the  release  will  be 
based  on  the  County  Supervisor’s  knowl¬ 
edge  of  ttie  borrower’s  current  opera- 
tkms,  plus  Inquiry  and  documentation  of 
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the  facts  about  the  borrower’s  present 
operation  in  the  running  case  record. 

(e)  Release  forms.  The  County  Super¬ 
visor  may  execute  releases  covering 
specific  items  of  property.  If  security  in¬ 
terest  imder  the  UCC  is  involved,  Form 
PmHA  460-6,  “Release  (UCC  States),” 
will  be  used  in  accordance  with  the 
Forms  Manual  Insert  (FMI)  to  release 
such  property  frcnn  financing  statements 
and  security  agreements.  If  chattel  mort¬ 
gages  are  involved.  Form  FmHA  460-1, 
“Partial  Release,”  or  other  approved 
form  will  be  used.  Releasee  need  not  be 
executed  unless  requested  by  a  borrower 
oi:  by  an  interested  third  party. 

(f)  Release  of  valueless  junior  lien. 
State  Directors  may  release  chattels  and 
crops  serving  as  security  for  FmHA  loans 
when  such  property  has  no  present  or 
prospective  security  value  or  enforce¬ 
ment  of  the  FmHA  lien  would  be  in¬ 
effectual  or  uneconomical.  Forms 
FmHA  460-6  and  FmHA  460-1  will  be 
used  as  appropriate.  The  following  in¬ 
formation  will  be  documented  in  the  run¬ 
ning  case  record: 

(1)  The  present  market  value  of  the 
chattels  or  crops,  as  determined  by  the 
County  Supervisor,  on  which  FmHA  has 
a  valueless  junior  lien. 

(2)  The  names  of  the  prior  lien¬ 
holders.  amount  secured  by  each  prior 
lien,  and  the  present  market  value  of  any 
property  which  serves  as  security  for  the 
amount.  The  value  of  all  property  serv¬ 
ing  as  security  for  amounts  owed  to  prior 
lienholders  must  be  considered  to  deter¬ 
mine  whether  the  junior  FmHA  lien  has 
any  present  or  prospective  value. 

§  1930.18  Arruunting  for  srrurity  prop* 
erly. 

(a)  Accounting  by  County  Supervisor. 
The  County  Supervisor  is  responsible  for 
maintaining  a  current  record  of  each 
borrower’s  security  pr<H>erty.  When  the 
borrower  acquires  additional  items  of 
chattel  property  which  will  be  described 
on  subsequent  security  instruments,  de¬ 
scriptions  of  these  items  will  be  recorded 
on  the  work  c<H>y  of  the  security  agree¬ 
ment  or  the  ^e  copy  of  the  chattel 
mortgage,  as  appropriate.  ’The  original 
of  the  security  agreement  should  not 
be  siltered.  Chattel  security  should  be 
inspected  annually  for  borrowers  who 
are  delinquent  or  who  have  been  in¬ 
debted  fCH*  less  than  1  full  crop  year.  ’The 
County  Supervisor  will  make  other  in¬ 
spections  as  needed  to: 

(1)  Verify  the  borrow’er  possesses  all 
the  security, 

(2)  Determine  security  is  properly 
thaintained,  and 

(3)  Supplement  seciuity  instruments. 

<  b)  Accounting  by  borrower.  ’The  bor¬ 
rower  must  accoimt  for  all  security 
property  and  will  be  Instructed  regard¬ 
ing  its  care,  maintenance,  and  disposi¬ 
tion  when  a  loan  is  made  and  as  often 
afterwards  as  necessary,  borrow¬ 

ers  sell  security  property,  the  sale  will  be 
made  subject  to  the  FmHA  lien.  ’The 
property  and  proceeds  will  remain  sub¬ 
ject  to  the  lien  until  the  lien  is  released 
or  the  sale  approved  by  the  County  Su¬ 


pervisor  and  the  proceeds  are  used  for 
one  or  more  of  the  purposes  stated  in 
i  1930.17.  Purchasers  of  security  prop¬ 
erty  who  inquire  should  be  Informed  ttmt 
the  property  is  subject  to  FmHA’s  Hen 
and  will  remain  subject  to  it  until  they 
deliver  any  proceeds  in  cash  to  the 
County  Supervisor  or  make  checks  pay¬ 
able  jointly  to  the  borrower  and  FteHA 
and  the  check  has  cleared.  Form  FmHA 
462-2,  “Writtai  Consent  to  Sell  and 
Statement  of  Conditions  on  Which  Lien 
Will  be  Released,”  may  be  used  by  the 
County  Supervisor  to  give  written  con¬ 
sent  to  sell  when  borrowers  or  purchas¬ 
ers  request  such  a  statement  before  the 
date  of  sale. 

(c)  Recording  dispositions  of  security 
property.  Dispositions  of  basic  and  nor¬ 
mal  income  security  will  be  recorded  (m 
FV)rm  FmHA  462-1,  “Record  of  the  Dis- 
ptosition  of  Security  Property,”  as  so<hi 
as  informaticm  is  available.  Security  will 
include  items  sold,  exchanged  or  lost 
through  death,  theft,  destruction,  or  de- 
terioraticm,  and  livestock  c(msumed  by 
the  family. 

(1)  For  normal  income  security,  the 
uses  made  of  the  sale  proceeds  will  be  re¬ 
corded  in  sufficient  detail  to  relate  them 
readily  to  the  appropriate  tables  in  Form 
FmHA  431-2,  Form  FteHA  431-3,  M- 
F\)rm  FmHA  431-4.  However,  these  en¬ 
tries  are  not  required  chi  Form  FmHA 
462-1  when: 

(!)  'The  borrower  is  not  delinquent  on 
any  FmHA  debts  and  has  paid  the 
amount  agreed  on  for  the  year;  or 

(ii>  Farm  products  such  as  milk,  eggs, 
or  w’<x)l  are  sold  and  are  accounted  for 
on  Form  FmHA  441-18,  “CcMisent  to 
Payment  of  Proceeds  from  Sale  of  FYirm 
Products,”  Form  FmHA  441-25,  “Assign¬ 
ment  of  Proceeds  from  the  Sale  of  Dairy 
Products  and  Release  of  Security  Inter¬ 
est,”  Form  FmHA  441-8,  “Assignment  of 
Proceeds  from  the  Sale  of  Products,”  or 
the  farm  and  home  plan  shows  that  no 
l>ayments  are  to  be  made  cm  FTnHA  debts 
frcHn  the  farm  prcxluctCs)  listed  cm  the 
nahied  forms. 

(2)  Employees  having  release  author¬ 
ity  will  approve  or  disapprove  the  release 
on  Form  FmHA  462-1. 

(3)  Recording  or  not  recording  dispo¬ 
sition  of  security  property  does  not  re¬ 
lease  the  FmHA  lien  on  the  security 
property. 

(d)  Reporting  improper  dispositions 
of  security  property.  “When  the  borrower 
fails  to  accoimt  properly  for  secmlty 
property,  the  County  Supervisor  will  re¬ 
port  the  facts  in  writing  promptly  to 
the  State  Office. 

§  1930.19  Claims  against  Commodity 
Credit  Corporation. 

’This  section  is  based  on  a  Memoran¬ 
dum  of  Understanding  between  the  Com¬ 
modity  Credit  Corporation  (CCC)  and 
FmHA  (see  Exhibit  A) .  The  memoran¬ 
dum  sets  forth  the  procedure  to  follow 
when  producers  sell  or  pledge  to  CCC  as 
loan  collateral  under  the  Price  Support 
Program,  commodities  on  which  FmHA 
holds  a  prior  lien,  and  when  the  proceeds, 
or  an  agreed  amoimt  from  them,  are  not 
remitted  to  FmHA  to  apply  against  the 


producer’s  indebtedness  to  FmHA.  In 
addlticm  to  the  procedures  outlined  in 
Exhibit  A.  the  following  will  apply: 

(a)  County  office  action.  (1)  Claims 
will  not  be  filed  with  CCC  until  it  is  de¬ 
termined  that  the  amoimt  invc^ved  can¬ 
not  be  collected  from  the  borrower. 
Therefore,  after  preliminary  notice  is 
given  of  this  fact  to  CCC  by  the  State 
Director  the  County  Supervisor  will 
make  Immediate  demand  on  the  borrower 
for  Uie  amount  of  the  CCC  loan  or  the 
pcution  of  it  which  should  have  been 
applied  to  the  borrower’s  account.  If 
payment  is  made,  the  State  Director  will 
be  notified. 

(1)  If  payment  is  not  made,  the  County 
Supervisor  will  determine  whether  or 
not  the  case  should  be  liquidated  in  ac¬ 
cordance  with  i  1930.40.  Any  llqulda- 
ti(m  actl(Hi  will  be  taken  Immediately.  If 
the  borrower  has  no  property  from  which 
recovery  can  be  made  through  liquida¬ 
tion  or,  if  after  liquidation,  an  impaid 
balance  remains  on  the  indebtedness  se¬ 
cured  by  the  commodity  pledged  or  sold 
to  CCC,  the  Coimty  Supervisor  will  make 
a  full  report  to  the  State  Director  on 
Form  FmHA  455-1,  “Request  for  Legal 
Action.”  with  a  recommendation  that  a 
claim  be  filed  against  CCC.  However,  if 
the  indebtedness  is  paid  through  liqui¬ 
dation  action,  the  State  Director  will  be 
notified  by  memorandum. 

(ii)  If  the  facts  do  not  warrant  liqui¬ 
dation  action,  the  State  Director  wUl  be 
notified,  and  a  recommendation  will  be 
made  that  no  claim  be  filed  against  CCC. 

(2)  On  receiving  information  from  the 
State  Director  that  CCC  has  called  the 
borrower’s  loan,  the  County  Supervisor 
wiU  act  to  protect  FmHA’s  interest  with 
respect  to  the  conunodity  if  CCC  is 
repaid. 

(b)  State  office  action.  (1)  Tlie  State 
Director,  on  receipt  of  reports  and  rec¬ 
ommendations  from  the  Coimty  Super¬ 
visor,  will: 

(1)  Forward ‘notice  to  CCC  if  he  con¬ 
curs  in  the  County  Supervisor’s  recom¬ 
mendation  not  to  file  a  claim  against 
CCC  or  if  notice  is  received  that  the  in¬ 
debtedness  has  been  paid. 

(ii)  Refer  the  case  to  OGC  with  a  state¬ 
ment  of  facts  if  he  concurs  in  the 
County  Supervisor’s  recommendation  to 
file  a  claim  against  CCC. 

(ill)  Send  CCC,  if  OGC  determines 
that  FTnHA  holds  a  pricur  lien  cm  the 
commodity  and  the  amount  due  on  its 
loan  is  not  collectible  frcnn  the  borrower, 
a  copy  of  the  OOC  memorandum  with 
a  complete  statement  of  facts  supporting 
the  claim  through  the  applicable  ASCS 
office  or  notify  CCC  if  the  OOC  memo¬ 
randum  does  not  support  FmHA’s  claim. 

(2)  TTie  State  Director  will  notify  the 
County  Supervisor  promptly  tm  receiving 
information  from  CCC  that  the  bor¬ 
rower’s  loan  is  being  called. 

(3)  If  collection  cannot  be  made  from 
the  borrower  or  other  party  (see  para¬ 
graph  5  of  Exhibit  A)  the  State  Director 
will  give  CCC  the  reas(Hi8.  RnHA  will 
then  be  paid  by  CCC  through  the  appU- 
cable  ASCS  office. 

§§  1930.20-1930.21  [Reserved] 


FEDERAL  REGISTER,  VOL  42,  NO.  172— TUESDAY,  SEPTEMBER  6,  1977 


44702 


RULES  AND  REGULATIONS 


§  1930.22  Amendmciits  of  consents  and 
rcleoscs  or  sospensions  of  assign- 
ments. 

(a)  Amendment  of  Form  FmHA  44t- 
18.  1)10  County  Supk^lsor  may  tempo¬ 
rarily  amend  this  form  to  permit  borrow¬ 
ers  to  use  an  or  a  part  of  proceeds  frtxn 
the  sale  of  products  in  emergencies  and 
in  other  Justifiable  circumstances.  Such 
actim,  however,  must  not  be  to  the 
financial  detriment  of  FteHA  and  the 
funds  must  be  used  for  the  purposes 
stated  in  S  1930.17  (a)  and  (b).  Form 
PmHA  462-9,  "Temporary  Amendmmt 
of  Consent  to  Pa3mient  of  Proceeds  Prom 
Sale  of  Farm  Products,”  will  be  used  for 
this  purpose.  The  b<MTOwer’s  file  will 
show  the  purpose  and  Justificati<m  for 
the  amendment.  The  County  Supervise 
will  see  that  pa3maent8  are  made  in  ac¬ 
cordance  with  the  original  consent  when 
the  temporary  amendmmt  period 
expires. 

(1)  When  a  Form  FmHA  441-18  has 
been  executed  and  the  amount  ctf  the 
payment  to  FmHA  needs  to  be  decreased 
for  otho*  than  a  temporary  period,  or 
increased  for  any  period,  a  new  Form 
FmHA  441-18  will  be  executed. 

(2)  If  Form  FmHA  441-18  has  been 
executed  for  a  particular  product  and 
FhiHA  is  no  longer  lotting  to  the  pro¬ 
ceeds  frtmi  that  product  for  pa3rment  m 
the  FmHA  indebtedness,  the  purchaser 
should  be  advised  by  letter  as  follows: 
“The  Farmox  Home  Administration 
(FmHA)  is  not  presently  lo<Aing  to  the 
proceeds  from  the  sale  ot  (name  of 
product)  covered  by  the  ‘Consent  to 
Pa3anent  of  Proceeds  from  the  Sale  of 
Fhrm  Products’  executed  by  (name  and 
address  of  borrower)  and  accepted  by 
you  on  (date).  Therefore,  until  further 
notice,  you  may  discontinue  making  i>ay- 
ments  to  FmHA  for  such  product.” 

(3)  If  Form  PTnHA  441-18  has  not  been 
executed  for  a  particular  product  because 
FmHA  Is  not  expecting  payment  fnxn  the 
proceeds  of  such  inroduct,  but  the  pur¬ 
chaser  of  the  piquet  Inquires  about 
pajrment,  a  letter  should  be  written  to 
the  purchaser  as  follows:  “The  Farmers 
Hcxne  Administration  (RnHA)  has  a 
security  interest  in  the  (name  of  prod¬ 
uct)  being  sold  to  you  by  (name 
and  address  of  borrower),  but  at  the 
present  time  is  not  looking  to  the  pro¬ 
ceeds  from  the  sale  of  that  product  for 
payment  on  the  debt  owed  to  this  agency. 
Therefme,  until  further  notice,  it  will 
not  be  necessary  for  you  to  make  pay¬ 
ment  to  FmHA  for  such  product.” 

(b)  Assignments.  (1)  The  Coimty  Su¬ 
pervisor  may  release,  reduce,  or  tem- 
pmtuily  suspend  assignments  including 
crop  insurance  assignments  ukI  permit 
borrowers  to  use  such  proceeds  includ¬ 
ing  those  received  as  checks  made  pay¬ 
able  Jointly  to  the  borrower  and  FmHA. 
This  authority  is  the  same  as  that  pro¬ 
vided  in  paragraph  (a)  of  this  section. 
The  CkHmty  Supervisor  will  see  that 
suspended,  reduced,  or  released  assign¬ 
ments  are  reinstated,  or  new  assign¬ 
ments  are  obtained  when  needed. 

(2)  All  suspensions,  reductions,  or  re¬ 
leases  of  assignments  wUl  be  made  on 
forms  approved  by  OGC.  The  original 


will  be  forwarded  directly  to  the  person 
or  firm  making  the  payment  against 
idilch  the  assignment  le  ^ective,  and  a 
oofny  will  be  k^  in  the  borrower’s  ease 
file.  In  each  case,  the  borrower’s  file  will 
show  the  purposes  and  Justification  for 
the  suspension,  reduction,  or  rdease. 

(3)  The  State  Director  may  in  Justl- 
flaUe  cases  approve  requests  for  suspen¬ 
sion,  release,  or  reduction  of  assignments 
other  than  those  specified  in  paragraph 
(b)  (1)  of  this  section,  provided  such  ac- 
tirni  will  not  be  detrimental  to  FmHA’s 
Interest. 

§  1930.23  Rrleasrs  of  liens  on  wool  and 
mohair  marketed  by  consignment. 

(a)  Conditions.  Idens  <«  wool  and  mo¬ 
hair  may  be  released  when  the  security 
property  is  marketed  by  consignment, 
provided  all  the  fcdlowing  cmiditlons  are 
met: 

(1)  The  producer  assigns  to  FmHA  the 
proceeds  of  any  advances  made,  or  to  be 
made,  on  the  wool  or  mohair  by  the 
broker,  less  shliHJing,  handling,  process¬ 
ing,  and  maiicetlng  costs. 

(2)  The  producer  assigns  to  FmHA  the 
proceeds  of  the  sale  of  the  wool  or  mo¬ 
hair,  less  any  remaining  costs  in  ship¬ 
ping,  handling,  processing,  and  maiket- 
ing,  and  less  the  amount  of  any  advance 
(including  any  interest  which  may  have 
accrued  on  the  advance)  made  by  the 
broker  against  the  wool  or  mcdiair. 

(3)  The  producer  and  broker  agree 
that  the  net  proceeds  of  any  advances 
on,  or  sale  of,  the  wool  or  mohair  will 
be*  paid  by  checks  made  payable  Jointly 
to  the  producer  and  FhiHA. 

(b)  Authority.  The  County  Supervisor 
may  execute  releases  of  the  Govern¬ 
ment’s  lien  on  wool  and  mohair  on  Form 
FmHA  462-4,  “Assignment,  Acceptance, 
and  Release.”  Since  Form  FmHA  462-4 
is  not  a  binding  agre^nent  until  executed 
by  all  parties  in  interest,  including  the 
producer  and  the  broker  as  well  as  the 
Government,  the  County  Supervisor  may 
execute  it  before  other  peurUes  sign  it. 

§  1930.24  Notice  of  termination  of  ae- 
eurity  interest  to  purchasers  of  farm 
products  under  consents  or  assign¬ 
ments  upon  payment  in  full. 

County  Supervisors  will  notify  pur¬ 
chasers  of  farm  products  as  soon  as  the 
FmHA  has  received  payment  in  full  of 
indebtedness  for  collection  of  which  it 
has  accepted  assignments  or  consents  to 
payment  of  proceeds  from  the  sale  of  the 
farm  products.  In  cases  in  which  Form 
FmHA  441-18,  is  in  effect  imder  the  UCC, 
the  notice  to  purchaser  will  be  made  on 
Form  FmHA  460-8,  “Notice  of  Termina¬ 
tion  ot  Security  Interest  in  Farm  Prod¬ 
ucts.”  In  cases  where  assignments  have 
been  used,  the  notice  to  the  purchaser 
will  be  by  letter  or  by  forms  prescribed 
by  State  supplements. 

§  1930.25  Release  of  FmHA’s  interest  in 
insurance  policies. 

When  liens  on  property  covered  by  in¬ 
surance  have  been  released,  the  County 
Supervisor  is  authorized  hereby  to  notify 
the  insmance  company  that  FTnHA  has 
released  its  lien  on  the  property  covered 
by  the  insurance. 


§  1930.26  Errors  in  security  instruments 
and  executing  special  releases. 

(a)  When  security  Instruments  have 
been  taken  covering  chattel  security 
property  that  the  borrower  did  not  own 
or  could  not  give  a  lien  for,  the  County 
Supervisor  may  release  such  property 
from  the  instrument,  except  when  there 
was  bad  faith  by  the  borrower  in  includ¬ 
ing  the  property  in  the  security  instru¬ 
ment.  Likewise,  when  items  not  intended, 
to  serve  as  security  for  the  loan  are 
covered  by  the  broad  language  in  the 
financing  statement,  or  in  the  financing 
statement  and  security  agreement,  the 
County  Supervisor  may  release  such 
property.  In  additkm,  the  State  Director 
may  release  chattel  security  prepay 
taken  as  additional  security  for  types  of 
real  estate  loans  under  S  1930.9. 

(b)  Form  FmHA  460-1  for  chattel 
mortgages  or  other  similar  instruments 
or  Form  FmHA  460-6  for  financing  state¬ 
ments,  or  if  these  forms  are  not  legally 
sufficient,  other  forms  approved  by  OGKJ 
will  be  used. 

§  1930.27  Termination  or  satisfaction 
of  chattel  security  instruments. 

(a)  Conditions.  The  County  Supervisor 
may  terminate  financing  statements  and 
satisfy  chattel  mortgages,  chattel  deeds 
of  trust,  assignments,  sevoance  agree¬ 
ments,  and  other  security  instruments 
when: 

(1)  Payment  in  full  (rf  all  debts  se¬ 
cured  by  ot^teral  covered  by  the  secu¬ 
rity  instruments  has  been  received;  and 

(2)  All  security  property  has  been 
liquidated  or  released  and  the  proceeds 
properly  accounted  for,  including  collec¬ 
tion  or  settlement  of  ^1  claims  against 
third  party  converters  of  security  prop¬ 
erty.  even  though  the  seexued  debts  are 
not  paid  in  full.  This  Includes  collection- 
only  and  debt  settlement  cases;  or 

(3)  The  U.S.  Attorney  has  accepted  a 
CMnpromise  offer  in  full  settlement  of 
the  indebtedness  and  has  asked  that 
action  be  taken  to  satisfy  or  terminate 
such  instruments,  or 

(4)  When  FmHA  has  a  financing  state- 
moit  or  other  lien  instrument  which  de¬ 
scribes  the  real  estate  upon  which  crops 
are  located  but  neither  the  borrower  nor 
FmHA  has  an  interest  in  the  cn^  be¬ 
cause  the  bmrower  no  longer  occuplee 
or  farms  the  premises  described  in  the 
lien  Instrument. 

(b)  Form  of  payment.  (1)  Security  in¬ 

struments  may  be  satisfied  or  the  financ¬ 
ing  statements  may  be  terminated  on 
receipt  of  final  payment  in  currency, 
coin.  U.S.  Treasury  check,  cashier’s  or 
certified  check,  bank  draft,  postal  or 
bank  money  order,  or  a  check  issued 
by  a  party  known  to  be  financially  re¬ 
sponsible.  , 

(2)  When  the  final  payment  is  tend¬ 
ered  in  a  form  other  than  those  men¬ 
tioned  above,  the  security  instruments 
will  not  be  satisfied  imtil  15  days  after 
the  date  of  the  final  payment.  However, 
in  UCC  States  the  terminatimi  statement 
will  be  signed  and  sent  to  the  borrower 
within  10  days  after  receipt  of  the  bor¬ 
rower’s  written  request  but  not  imtil  the 
10th  day  unless  it  previously  has  been 


FEDERAL  REGISTER,  VOL  43,  NO.  1 72— -TUESDAY,  SEPTEMBER  6,  1977 


RULES  AND  REGULATIONS 


44703 


ascertained  that  the  payment  check  or 
other  instrument  has  bMn  paid  by  the 
bank  on  which  it  was  drawn.  (See  para¬ 
graph  (c)  of  this  sectkm  for  the  reason 
for  the  10-day  requirement.) 

(c)  Filing  or  recording  termination 
statements.  Financing  statements  will 
be  terminated  by  use  of  Form  PmHA 
460-7,  “Termination  Statement."  or 
Form  FmHA  462-12  if  provided  by  a 
State  supplement. 

(1)  Under  UCC  provisions  if  FmHA 
fails  to  give  a  termination  statement  to 
the  borrower  within  10  days  after  writ¬ 
ten  demand,  it  will  be  liable  to  the  bor¬ 
rower  for  $100  and,  in  addition,  for  any 
loss  caused  to  the  borrower  by  such  fail¬ 
ure  unless  otherwise  provided  by  a  State 
supplement.  In  the  absence  of  demand 
for  a  termination  statement  by  the  bor¬ 
rower.  a  termination  statement  will  be 
delivered  to  him/her  when  the  notes 
have  been  paid  in  full. 

(2)  However,  if  FmHA  has  been  meet¬ 
ing  the  borrower’s  annual  operating 
credit  needs  in  the  past  and  expects  to 
do  so  the  next  year,  the  Financing 
Statements  need  not  be  terminated  in  the 
absence  of  such  demand  unless  a  loan 
for  the  succeeding  year  will  not  be  made 
or  earlier  termination  is  required  by  a 
State  Supplement. 

(d)  Filing  or  recording.  Satisfactions 
of  chattel  mortgages  and  similar  instru¬ 
ments  will  be  made  on  Form  FmHA  460- 
4,  “Satisfaction."  or  other  form  approved 
by  the  State  Director.  The  original  of 
the  satisfaction  form  will  be  delivered 
to  the  borrower  for  recording  or  filing 
and  the  copy  will  be  retcdned  in  the  bor¬ 
rower’s  case  file.  However,  if  the  State 
supplement  based  on  State  law  requires 
recording  or  filing  by  the  mortgagee,  a 
second  copy  will  be  prepared  for  the  bor¬ 
rower  and  the  original  will  be  recorded 
or  filed  by  the  Coimty  Supervisor.  When 
State  statutes  provide  satisfactions 
may  be  accomplished  by  marginal  entry 
on  the  records  of  the  recording  office,  or 
when  Form  FYnHA  460-4  is  not  legally 
sufficient  because  special  circumstances 
require  stHne  other  form  of  satisfaction, 
C?ounty  Supervisors,  are  authorized  to 
make  such  satisfactions  according  to 
State  supplements.  In  such  cases.  Form 
FmHA  460-4  will  not  be  prepared  but  a 
notation  (rf  the  satisfaction  will  be  made 
on  the  copy  of  Form  FmHA  451-1, 
“Acknowledgment  of  Cash  Payment,"  or 
Form  PmHA  456-3,  “Journal  Voucher 
for  Write-Off  or  Judgment,"  which  will 
be  retained  in  the  borrower’s  case  folder. 

(e)  Satisfaction  or  termination  of  Uen 
when  old  loans  cannot  be  identified. 
When  a  request  is  received  for  the  satis¬ 
faction  of  a  crop  or  chattel  lien  or  for 
the  termination  of  a  financing  statement 
and  the  status  of  Uie  accoimt  secured 
by  the  lien  cannot  be  ascertained  from 
County  Office  records,  the  County  Super¬ 
visor  will  prepare  a  letter  to  the  Finance 
Office  reflecting  all  the  pertinent  infor¬ 
mation  available  in  his  (^ce  regarding 
the  account.  ’The  letter  will  request  the 
Finance  Office  to  inform  him  as  to 
whether  the  borrower  is  still  indebted  to 
FmHA  and,  if  so.  the  status  of  the  ac¬ 
count,  If  the  Finance  Office  reports  to 


the  County  Supervisor  that  the  account 
has  been  paid  in  full  or  otherwise  satis¬ 
fied  or  that  there  is  no  record  (rf  an  in¬ 
debtedness  in  the  name  of  the  borrower, 
the  County  Supervisor  is  authorized  to 
issue  a  satisfaction  of  the  security  In¬ 
struments  on  Form  FmHA  460-4  or 
other  approved  form  or  to  effect  the  sat¬ 
isfaction  by  marginal  release,  or  a  ter¬ 
mination  statement  on  Form  PmHA  460-' 

7  as  appropriate. 

§  1930.28  Assignment  of  notes  and  se¬ 
curity  instruments. 

(a)  The  State  Director  may  accept 
from  third  parties  payment  in  full  of  a 
borrower’s  notes  held  by  FmHA  and  to 
assign  the  notes  to  third  parties  without 
recourse  against  FmHA  and  to  assign  re¬ 
lated  security  instruments  including  fi- 
ntmce  statements  without  warranty  by 
FmHA  in  the  following  situations: 

(1)  The  borrower  requests  or  gives 
written  consent  to  such  an  assignment. 

(2)  ’The  borrower  has  not  requested  or 
given  written  consent  to  such  an  assign¬ 
ment  but  has  d«nonstrated  an  imwiU- 
ingness  to  cooperate  voluntarily  with 
FmHA  in  the  servicing  and  orderly  re¬ 
tirement  of  his/her  accounts  which 
otherwise  would  be  liquidated. 

(3)  An  insurer  has  made  full  payment 
of  the  borrower’s  indebtedness  as  stated 
in  Potto  FmHA  426-2,  “Property  In¬ 
surance  Mortgage  Cfiause  (WlUiout  Con¬ 
tribution)  ,”  or  other  such  clause  outlinM 
in  f  1806.2(g)  of  this  chapter  (FtoiHA 
InstructiOTi  426.1,  paragraph  n  O) . 

(b)  ’The  State  Director  will  request 
OOC’s  review  the  legal  matters  in 
each  prcHxwed  assignment  and  will  re¬ 
quest  approval  of  the  form  ot  assign¬ 
ment.  (Refer  to  S  1872.22  of  this  CSiapter, 
FmHA  Instruction  465.1,  paragraph 
xxn  fdr  additional  provisions  of  assign¬ 
ing  real  estate  security  instrumHits  and 
to  S  1955.6  of  this  Chapter  for  special 
provisiOTis  on  assigning  insured  notes.) 

§  1930.29  Payment  of  fees  and  insur- 
aiice  premiums. 

(a)  Fees.  (1)  Security  instruments. 
BOTTowers  must  pay  statutory  fees  for  fil¬ 
ing  ot:  recording  financing  statements  or 
other  security  Instruments  (including 
Form  PmHA  462-7,  or  other  ratewal 
statements)  and  any  notary  fees  for  ex¬ 
ecuting  these  instruments.  They  also 
must  pay  costs  of  obtaining  lien  search 
reports  needed  in  prcgierly  servicing  secu¬ 
rity  as  outlined  in  this  Sul^sart.  Who¬ 
ever  possible,  borrowers  dmuld  pay  these 
fees  directly  to  the  officials  giving  the 
service.  When  cash  is  accepted  by  FmHA 
employees  to  pay  these  fees.  Form 
FmHA  440-12,  “Acknowledgmoit  of 
Payment  for  R^ording,  Lien  Seach  and 
Releasing  Fees,"  will  be  executed.  If  the 
borrower  cannot  pay  the  fees,  or  if  there 
are  fees  referred  to  in  paragraphs  (a)  (2) 
and  (3)  of  this  secticm  that  must  be  paid 
by  FmHA,  the  County  Supervisor  may 
pay  them  as  a  petty  purchase  or  as  the 
bill  of  a  creditor  of  FhiHA  in  accordance 
with  Subpcut  E  of  Part  2024  and  Subpart 
A  of  Part  2075  of  this  Chapter,  available 
in  any  FmHA  office. 

(2)  Satisfactions.  The  borrower  must 
pay  fees  for  filing  or  recording  satisfac¬ 


tions  or  termination  s^tements  mUess 
a  State  supplement  based  on  State  law 
requires  FnHA  to  pay  them. 

(3)  Notary  feet.  FmHA  will  pay  fees 
for  notary  service  for  executing  releases, 
subordinations,  and  rdated  documOTits 
for  and  on  behidf  of  PmHA  if  the  service 
cannot  be  obtained  without  cost. 

(b)  Insurance  premiums.  Coimty  Su¬ 
pervisors  are  authorized  to  approve  bills 
ot:  invoices  for  payment  of  insurance  pre¬ 
miums  on  chattel  security  for  PmHA 
loans  when: 

(1)  A  borrower  cannot  pay  the  pre¬ 
miums  from  his  or  her  own  resources  at 
the  time  due; 

(2)  It  is  not  practical  to  process  a  loan 
for  that  purpose; 

(3)  It  is  necessary  to  protect  FmHA’s 
interests;  and 

(4)  The  amount  advanced  can  be 
charged  to  the  bOTTOwer  under  the  pro¬ 
visions  of  the  security  instrument. 

§  1930.30  Subordination  and  waiver  of 
FmHA  liens  on  chattel  security. 

(a)  Annual  operating  expeTises.  FmHA 
liens  on  chattels  and  crops  may  be  sub¬ 
ordinated  to  pennit  applicants  and  bor¬ 
rowers  to  obtain  aU  or  pcut  ot  the  credit 
they  need  for  annual  operating  expenses 
frOTn  other  sources,  provided  any  Junior 
lienholders  consent  in  writing  to  the  sub¬ 
ordination  and  to  their  liens  remaining 
subordinated  to  FmHA  liens. 

(b)  Other  expenses.  FmHA  chatty 
liens  may  be  subordinated  to  obtain 
credit  from  other  sources  for  expenses 
that  are  not  ordinarily  considered  an¬ 
nual  cperating  expenses  such  as  major 
repairs  and  parts  for  essential  equip¬ 
ment  for  which  FmHA  chattel  loans 
would  otherwise  be  required. 

(c)  Authorized  operating  and  EM  loan 
purposes.  (1)  FtnHA  may  subordinate 
chattel  liens  securing  an  operating  loan 
to  a  creditor  to  permit  that  creditor  to 
lOTid  for  any  authorized  operating  loan 
purpose  including  capita  purchases 
iindw  the  following  conditions: 

(1)  The  borrower  has  had  substantial 
financial  losses  as  a  result  of  contamina¬ 
tion  of  food  crops,  animal  feed,  livestock 
or  livestock  products  by  toxic  chemicals 
and  has  not  been  fully  compensated  for 
them. 

(11)  The  borrower  has  a  reasonable 
chance  to  accomcdish  the  loan  objective. 

(ill)  ’The  Administrator  approves  the 
subordination. 

(2)  The  FmHA  may  subordinate  chat¬ 
tel  liens  securing  EM  loans  to  another 
creditor  to  permit  that  creditor  to  lend 
for  any  suithOTized  EM  loan  purpose  in¬ 
cluding  capital  purchases  provided : 

(I)  The  bOTTower  needs  the  loan  to 
continue  farming  operations. 

(II)  The  loan  will  help  the  borrower  to 
accOTnplish  the  objectives  of  his/her 
FmHA  loans. 

(ill)  FmHA’s  financial  interest  will  not 
be  adversely  affected. 

(d)  Limitations.  (1)  When  credit  is 
obtained  by  subordination  for  expenses 
directly  related  to  particular  crops  or 
livestock  enterprises,  the  subonlination 
should  cover  only  crops,  livestock  in¬ 
crease.  or  feeder  livestock,  or  other  nor- 
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mal  farm  Incrane  security.  However,  the 
minimum  amoimt  of  basic  chattel  secu¬ 
rity  necessary  may  be  subordinated  to 
enable  borrowers  to  obtain  credit  from 
other  soiuces  for  the  expenses  listed  in 
the  first  sentence. 

(2)  When  an  obligation  secured  by  a 
lien  prior  to  that  of  FmHA  is  about  to 
mature  or  has  matured  and  the  prior 
lienholder  desires  to  extend  or  renew  the 
obligation,  or  the  obligation  can  be  re¬ 
financed.  the  FmHA  lien  may  be  sub¬ 
ordinated.  However,  the  relative  lien  po¬ 
sition  of  PniHA  must  be  maintained. 

(3)  The  subordination  will  be  limited 
to  a  s(>ecific  amount. 

(4)  A  subordination  in  favor  of  only 
one  creditor  will  be  outstanding  at  any 
one  time  in  connection  with  the  samejse- 
curity.  A  subordination  also  may  be  ex¬ 
ecuted  to  enable  a  borrower  to  obtain 
necessary  crop  insurance  if  the  creditor 
to  whom  a  subordination  has  been  given 
on  that  crop  consents  in  writing  to  pay¬ 
ment  of  the  insxirance  premiums  from 
the  crop  or  insurance  proceeds. 

(5)  When  a  subordination  is  executed 
to  enable  the  borrower  to  obtain  insur¬ 
ance  on  crops  under  lien  to  FmHA.  the 
borrower  will  assign  the  insurance  pro¬ 
ceeds  to  FteHA  or  name  pniHA  in  the 
loss-payable  clause  of  the  policy. 

(6)  fniHA  chattel  liens  will  not  be 
subordinated  to  enable  a  borrower  to  ob¬ 
tain  credit  for  making  pasmient  on 
FmHA  accounts,  paying  taxes  on  real 
estate  securing  FmHA  loans  other  than 
OL  and  EM  loans,  making  principal  pay¬ 
ments  on  real  estate  debts,  or  purchasing 
capital  goods,  except  feeder  livestock 
and  as  provided  in  paragraph  (c)  of  this 
section.  The  Administrator  in  an  excep¬ 
tional  case,  however,  may  authorize 
such  subordinations. 

(7)  Waivers  of  FtaHA  lien  priority, 
instead  of  subordinations,  may  be  ex¬ 
ecuted  in  favor  of  a  creditor  who  has 
made  or  will  make  advances  to  produce, 
harvest,  process,  or  market  crops  under 
written  contract  to  that  creditor.  Such 
waivers  are  limited  to  the  purposes  for 
which  a  subordination  may  be  made  un¬ 
der  this  subpart.  When  the  waiver  in¬ 
cludes  other  purposes  such  as  principal 
repayments  for  the  purchase  of  equip¬ 
ment,  the  State  Director  must  concur 
before  the  waiver  is  executed. 

(e)  Approval.  Loan  approval  officials 
may  approve  subordinations  and  waivers 
of  pniHA  lien  priority  if  the  amount  of 
the  proposed  subordination  or  waiver, 
plus  the  principal  balance  of  existing 
subordinations  or  waivers,  are  not  more 
than  their  loan  approval  authority  for 
the  type  of  loan  being  subordinated 
stated  in  tables  which  are  available  from 
any  County  or  State  Office  of  FmHA  or 
from  its  National  Office  at  14th  Street 
and  Independence  Avenue  SW.,  Wash¬ 
ington,  D.C.  20250.  When  the  lien  prior¬ 
ity  for  more  than  one  type  of  loan  is  sub¬ 
ordinated  or  waived,  the  total  amount 
of  the  approval  official's  authority  will 
be  limited  to  the  loan  with  the  lowest 
approval  authority  for  that  official. 
However,  the  State  Director  may  approve 
subordinaticms  or  waivers  regardless  of 
the  amount,  except  as  stated  in  para¬ 


graph  (c)  (1)  of  this  section.  State  Di¬ 
rectors  may  redelegate  their  authority 
for  approving  subordinations  to  qualified 
State  Office  employees  and  District  Di¬ 
rectors. 

(f>  Forms.  (1)  Subordinations  or  lien 
waivers  authorized  in  this  Subpart  will 
be  made  on  Form  FmHA  460-2,  “Sub¬ 
ordination  by  the  Oovernment,"  or  on 
other  forms  approved  by  the  State  Di¬ 
rector  with  OOC's  advice.  If  Form  FmHA 
460-2  does  not  conform  to  a  State's  re¬ 
cording  requirements,  a  State  supple¬ 
ment  may  be  used  on  approval  by  DGC, 
to  modify  the  form. 

(2)  Form  FmHA  431-2  will  show  the 
subordination  or  lien  waiver  and  repay¬ 
ment. 

(g)  Loans  under  CCC  program.  Refer 
to  Exhibit  B  of  this  subpart,  “Memoran¬ 
dum  of  Understanding  and  Blanket 
Commodity  Lien  Waiver.” 

(1)  When  the  ASCS  County  Office 
makes  CCC  loans  to  the  borrower,  FmHA 
will  not  execute  a  form  of  subordination 
or  lien  waiver. 

(2)  When  the  full  value  of  a  CCC  loan 
on  cotton  is  to  be  advanced  to  the  bor¬ 
rower  by  a  bank  or  a  ginner  or  ware¬ 
houseman  whom  the  County  Sm>ervisor 
considers  financially  responsiUe,  and 
when  a  ch^k  or  draft  issu^  by  the  bank, 
ginner,  or  warehouseman  is  made  pay¬ 
able  to  FmHA,  or  jointly  to  RnHA  and 
the  borrower  and  is  delivered  to  the 
County  Supervisor,  the  County  Super¬ 
visor  may  then  execute  the  lienholder’s 
waiver  on  Form  CCC  Cotton  A  even 
though  item  2  of  that  form  shows  that 
the  CCC  loan  will  be  distributed  to  such 
a  bank,  ginner,  or  warehouseman. 

(3)  Loan  approval  officials  may  ap¬ 
prove  subordinations  and  waivers  of 
cr(H>  liens  in  accordance  with  paragraph 
(e)  of  this  section. 

(4)  If  the  commodity  covered  by  the 
CCC  loan,  is  released  by  OCC  or  re¬ 
deemed  by  the  borrower,  the  nnHA  lien 
will  be  restored  to  the  priority  it  held 
before  the  CCC  loan  was  made. 

§  1930.31  Reporting  use  of  other  credit. 

The  use  of  other  credit  will  be  docu¬ 
mented  (HI  Form  PteHA  441-7,  “OL-EM 
and  Other  (Credit  Analysis."  This  form 
will  be  prepared  and  forwarded  to  the 
Finance  Office  for  each  active  operating 
loan  borrower  who  does  not  receive  an 
operating  loan  during  the  crop  year  but 
will  receive  (H>erating  credit  from  other 
sources. 

§§  1930.32-1930.33  [Reserved] 

§  1930.34  Transfer  of  chattel  security 
and  EO  property  and  assumption  of 
debts. 

Transfer  of  chattel  security  and  EO 
property  and  assumption  of  (^ttel  debts 
may  be  done  when  (me  or  more  of  the 
joint  borrowers  or  the  former  spouse  and 
co-obligor  of  a  divorced  borrower  with¬ 
draws  from  the  operation  or  dies.  The 
transfer  of  accounts  secured  by  real  es¬ 
tate  will  be  processed  in  accordance  with 
Sulmart  A  of  Part  1872  of  this  Chapter 
(FmHA  Instruction  465.1) . 

(a)  Transfer  to  eligibles.  Transfers  of 
the  chattel  seciulty  and  EO  property  to 


a  transferee  who  is  eligible  for  the  kind 
of  loan  being  assumed  or  who  will  be¬ 
come  eligible  after  the  transfer  may  be 
approved  provided: 

(1)  The  transferee  assumes  the  total 
outstanding  balance  of  the  PniHA  debts 
or  that  portkm  of  the  outstanding  bal¬ 
ance  eqiial  to  the  present  market  value 
of  Uie  chattel  security  or  EO  property, 
less  any  prior  liens,  if  the  property  is 
worth  less  than  the  entire  d(^t. 

(2)  Generally  the  d^ts  assumed  will 
be  paid  in  accordance  with  the  rates  and 
terms  of  the  existing  notes  or  assump¬ 
tion  agreementa.  Any  delinquency  will 
be  scheduled  for  pa3rment  on  or  before 
the  date  the  transfer  is  closed.  Form 
FmHA  460-8,  “Assumption  Agreement 
(Same  Terms — ^Eligible  Transferee).” 
will  be  used.  However,  if  the  existing  loan 
repayment  perkxl  is  extended,  the  debt 
betog  assumed  may  be  rescheduled  using 
Form  FteHA  460-5,  “As8iunpti(m  Agree¬ 
ment  (New  Terms).”  The  new  repay¬ 
ment  period  may  not  exceed  that  for  a 
new  loim  of  the  same  tsrpe.  In  such  cases, 
the  current  interest  rate  for  such  loans 
will  be  used  if  it  is  higher  than  the  rate 
specified  in  the  notes  being  assumed. 

(3)  The  transfer  of  Emergency  actual 
loss  loans,  or  EM  loans  made  before  Sep¬ 
tember  12, 1975,  will  be  made  as  provided 
imder  peuragraph  (b)  of  this  section. 
However,  when  one  or  more  of  the  joint 
borrowers  or  jointly  obligated  partnem 
withdraw  from  the  (K)eration  and  those 
remaining  desire  to  assume  the  total  in¬ 
debtedness  and  continue  the  operation, 
a  transfer  to  the  remaining  borrowers  or 
partners  may  be  made  as  an  eligible 
transferee. 

(b)  Transfer  to  tneligibles.  Transfer 
of  the  chattel  security  and  EO  property 
to  a  transferee  who  Is  not  eligible  for  the 
kind  of  loan  being  assxuned  may  be  ap¬ 
proved,  provided; 

(1)  It  is  to  RnHA’s  financial  interest 
to  approve  the  transfer  of  security  or  EO 
property  and  assumption  of  the  debts 
rather  than  to  liquidate  the  security  or 
EO  pit^rky  immediately. 

(2)  The  transferee  assumes  the  total 
outstanding  balance  of  the  FmHA  debt, 
or  an  amount  sihetantially  more  than  the 
present  mazket  value  od  the  security  or 
EO  property  as  determined  by  the  County 
Supervisor,  less  any  prior  liens,  if  the 
value  is  less  ttian  the  entire  debts. 

(3)  FtnHA  debts  assmned  will  be  re¬ 
paid  in  amortlaed  installments  not  to 
exceed  5  yean  using  Form  FmHA  460-5. 
The  transferred  property,  including  EO 
property,  will  be  subject  to  any  existing 
FmHA  lien.  In  the  absence  of  an  exist¬ 
ing  FmHA  lien,  new  lien  instruments  will 
be  execute(L  Interest  rates  to  the  trans¬ 
feree  will  be  as  f(dlows: 

(i)  For  (Hierating  loans,  the  current 
interest  rate  in  effect  at  the  time  of  ap¬ 
proval  of  the  transfer  or  the  rate  speci¬ 
fied  in  the  note  for  the  loan  being  as¬ 
sumed,  whichever  is  greater. 

(il)  For  EO  loans,  6  percent. 

(iii)  For  B!M  loans,  the  current  pre¬ 
vailing  market  rate  as  established  by  the 
Secretary  in  effect  at  the  time  of  the 
transfer  or  the  rate  specified  in  the  note 
for  the  loan  being  assumed,  whichever 
is  greatw. 
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(4)  nie  tranaferee  oui  repay  the 
FmHA  debt  In  accordance  with  the  as¬ 
sumption  agreement  and  can  legally 
enter  into  the  contract. 

(c)  Effect  of  wife’t  signature.  If  a  wife 
.executes  an  assumption  agreement  (H* 
‘other  eridence  of  indebtedness  with  her 
husband,  her  signature  will,  in  addition 
to  any  other  purpose  and  effect  for  which 
it  is  obtain^,  make  her  individually 
liable  regardless  of  any  State  law  to  the 
contrary. 

(d)  Release  of  transferor  from  liability. 
The  borrower  and  any  cosigner  may  be 
released  from  personal  liability  to  FmHA 
when  all  the  chattel  security  is  trans¬ 
ferred  to  an  ellgiUe  or  ineli^ble  appli¬ 
cant  and  the  total  outstanding  debt  or 
that  pxwtion  of  the 'debt  equal  to  the 
presMit  market  value  the  security  is 
assumed. 

(e)  County  Committee  actions.  (1) 
Transfer  to  eligible  applicant.  The 
County  Committee  win  certify  the  types 
and  amounts  of  loans  to  be  assumed  on 
Form  FmHA  440-2,  “Couniar  Committee 
Certification  or  Recommendation." 

•(2)  Transfer  to  ineligible  applicant. 
The  County  Committee  will  execute  a 
memorandum  statement  as  foUows:  “In 
our  opinion,  the  transferee  (name  of 
transferee),  will  honestly  endeavor  to 
make  payments  in  accordance  with  the 
assumption  agreement,  maintain  the  se¬ 
curity,  and  carry  out  the  other  obliga¬ 
tions  in  connection  with  the  loan.” 

(3)  Release  from  liability.  If  the  total 
outstanding  debt  is  not  assiuned  the 
Coimty  Committee  will  execute  a  memo¬ 
randum  statement  when  they  recom¬ 
mend  the  transferor  be  released  from 
personal  liability,  as  follows:  “(Name  of 
transferor  and  any  cosigner)  in  our 
opinion  do  not  have  reasonable  ability 
to  pay  all  or  a  substantial  part  of  the 
balance  of  the  debt  not  assumed  after 
considering  their  assets  and  income  at 
the  time  of  transfer.  Transferors  have 
cooperated  in  good  faith,  used  due  dili¬ 
gence  to  maintain  the  security  against 
loss,  and  otherwise  fulfilled  the  cove¬ 
nants  incident  to  the  loan  to  the  best  of 
their  ability.  Therefore,  we  recommend 
that  the  transferor  and  any  cosigner  be 
released  of  personal  liability  on  the 
transferees*  assumption  of  a  portion  of 
the  Indebtedness  at  least  equal  to  the 
present  market  value  of  the  security.”  If 
the  total  outstanding  debt  is  assumed, 
the  statement  is  not  required. 

(f)  Transfer  and  assumption  dock^. 
The  County  Supervisor  will  sissemble  the 
following  statements  and  forms  for 
transfer  and  assumption: 

(DA  statement  of  the  current  amount 
of  the  indebtedness. 

(2)  A  description  of  the  security  or 
EO  property  to  be  transferred  and  a 
statement  about  its  value. 

(3)  Form  FmHA  410-1,  “Application 
for  FmHA  Services.” 

(4)  Form  FmHA  440-2  for  an  eligible 
transferee,  with  the  memorandum  state¬ 
ment  of  the  County  Cemunittee  if  the 
transferor  is  to  be  released  from  liability. 

(5)  County  Committee  memorandum 
statement  for  ineligible  transferee  with 
the  additional  memorandum  statement 


if  the  transferor  is  to  be  released  from 
liability. 

(6)  Statement  of  Justification  for  the 
transfer,  including  a  plan  of  repayment,' 
if  not  otherwise  shown  in  the  docket. 

(7)  'Transferee’s  plan  of  operation 
shown  on  Form  FmHA  431-2,  or  Form 
FmHA  431-3,  or  Form  FmHA  431-4. 

(8)  Form  FmHA  480-5  or  Form  FmHA 
460-9,  as  appropriate. 

(9)  Form  FmHA  465-8,  “Release  from 
Personal  Liability.”  when  appnvrlate. 

(10)  Form  FmHA  440-41 A.  “Disclo¬ 
sure  Statement  for  Loans  Not  Secured 
by  Real  Estate.” 

(11)  Form  FmHA  440-41,  “Disclosure 
Statement  for  Loans  Secured  by  Real 
Estate.” 

(12)  Form  FmHA  440-1,  “Request  for 
Obligation  of  Funds.” 

(13)  Form  FmHA  465-5,  “Transfer  of 
Real  Estate  Security,”  will  be  used  to 
transfer  real  estate  security. 

(g)  Processing  assumption  agreements. 
Additional  security  instruments  will  be 
obtained  in  accordance  with  advice  from 
OGC. 

(1)  On  receipt  of  Form  FmHA  460-5 
or  Form  FmHA  460-9,  the  Finance  Office 
will  establish  an  account  In  the  name  of 
the  assuming  transferee  and  will  notify 
the  Coimty  Supervisor. 

(2)  Form  FmHA  405-1,  “Management 
System  Card — Individual,”  will  be  pre¬ 
pared  for  the  transferee,  and  the  loan 
record  cards  of  the  transferor  will  be 
attached. 

(3)  If  a  collection  is  received  from  the 
transferee  after  the  assumption  agree¬ 
ment  is  approved  but  before  Finance 
Office  notification  to  the  County  OflBce, 
Form  FmHA  451-2,  “Schedule  of  Remit¬ 
tances,”  will  be  prepared  as  follows: 

(i)  During  the  period  that  a  transfer 
is  pending  in  the  County  OfBce,  pay¬ 
ments  received  by  the  Finance  Office  will 
continue  to  be  applied  to  the  transferor’s 
account,  and  Form  FmHA  451-26, 
“Transaction  Record,”  or  Form  FmHA 
451-31.  “Borrower  Transaction  Recond.” 
will  be  forwarded  to  the  County  Office. 
This  includes  any  downpayments  made 
in  connection  with  the  transfer  for  re¬ 
ducing  the  amount  of  the  debt  to  be  as¬ 
sumed.  On  receiving  a  payment  on  the 
account  not  included  in  the  latest  trans¬ 
action  record  or  monthly  payment  ac¬ 
count  status  report,  the  County  Supervi¬ 
sor  should  deduct  such  amounts  from  the 
total  amount  of  principal  and  Interest 
calculated  from  the  latest  information 
available  before  completing  the  assump¬ 
tion  agreonent  and  having  it  signed. 

(ii)  When  the  borrower  has  made  a 
direct  payment  to  the  Finance  OfBce  and 
there  is  no  record  of  it  in  the  County  Of¬ 
fice,  the  account  will  be  assumed  based 
on  the  latest  record  in  the  County  OfBce. 
The  application  of  the  direct  payment 
will  be  reversed  from  the  account,  and 
the  assumption  agreement  will  be  proc¬ 
essed  in  the  Finance  Office.  Ihe  Director, 
Finance  Office,  will  contact  the  County 
Supervisor  to  determine  how  to  dispose 
of  the  proceeds  from  the  direct  payment. 

(iii)  For  payments  received  on  the 
date  of  transfer.  Form  FmHA  451-2  will 
be  prepared  to  show  "Transfer  in  process 
for  account  owed  by  (borrower’s  name 


and  case  number)  to  be  transferred  to 
(name  of  transferee  and  case  number,  if 
known).”  If  the  borrower  number  por- 
tion  of  the  case  number  has  not  yet  been 
assigned  for  a  transferee,  only  the  State 
and  County  portion  of  the  case  number 
will  be  shown.  A  statement  for  the  infor¬ 
mation  of  the  Finance  OfBce  will  be  at¬ 
tached  to  the  assumption  agreement 
showing  the  date  of  Form  FmHA  451-2 
and  the  amount  paid. 

(Iv)  When  a  payment  is  due  on  the  as¬ 
sumption  agreement  shortly  after  the 
transfer  is  c(«npleted,  it  should  be  col¬ 
lected  if  possible,  at  the  time  of  transfer 
and  remitted  in  the  transferee’s  name. 

(h)  Approval.  Loan  approval  officials 
are  authorized  to  approve  transfer  and 
assumption  of  FmHA  accounts  to  eliglMe 
or  inellgtble  transferees  and  releases 
from  liability  when  the  debts  are  within 
their  re«?ectlve  loan  approval  authorities 
stated  in  taldes  which  are  available  f  nxn 
any*  FmHA  County  or  State  Office  or 
from  its  National  Office  at  14th  Street 
and  Independence  Avenue  SW.,  Warfi- 
ington,  D.C.  20250. 

(1)  Loan  approval  officials  may  also 
approve  transfers  and  assumptions  of 
EO  loans  and  releases  from  liability. 
State  Directors  may  also  approve  trans¬ 
fers  to  and  assumptions  by  inrtlgible 
transferees  and  releases  from  liability  re¬ 
gardless  of  the  amount  of  the  outstand¬ 
ing  FmHA  debts. 

(2)  The  Administrator  will  review  for 
approi'al  proposed  transfers  to  and  as¬ 
sumptions  by  eligible  transferees  that 
exceed  the  approval  authorities  of  State 
Directors. 

§§  190.35—1930.39  [Reserved] 

§  1930.40  Liquidation. 

FmHA  will  continue  with  borrowers  if 
they  make  payments  in  accordance  with 
their  ability;  account  properly  for  se¬ 
curity  or  EO  property;  and  otherwise 
meet  their  loan  obligations.  When  liqui¬ 
dation  is  begun,  it  is  FtaHA  policy  to  liq¬ 
uidate  all  security  jMopwty  and  BO  pn^ 
erty  except  that  determined  essential  for 
minimum  family  living  needs.  However, 
only  so  much  of  the  security  and  EO 
property  will  be  liquidated  as  is  neces¬ 
sary  to  pay  the  indebtedness.  Ordinarily, 
before  beginning  liquidaticm,  the  facts 
will  be  iwesented  to  toe  District  Director 
and  toe  County  Committee  for  recom¬ 
mendations.  Liquidation  will  be  under¬ 
taken  wh«i  no  further  sissistance  will  be 
given  to  a  borrower  and  toe  borrower  is 
in  default. 

(a)  Approval  of  liquidation.  ’The  Coun¬ 
ty  Supervisor  may  approve  liquidation  of 
chatt^  security  and  nonsecurity  proper¬ 
ty.  CTases  involving  legal  problems  not 
covered  by  this  Subpart  or  related  State 
supplonents  and  cases  in  which  real 
estate  services  as  security  for  any  innHA 
loan  will  be  referred  to  toe  State  Direc¬ 
tor  for  advice  before  approval.  When 
liquidation  is  approved  without  referral 
to  the  State  Director,  a  statement  of 
facts  with  reasons  for  toe  action  will  be 
recorded  in  the  running  case  file.  Liqui¬ 
dation  will  be  considered  approved  on  the 
date  toe  County  Supervisor  executes  one 
of  the  following  forms: 
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( 1 )  Form  FYnHA  455-4,  "Agreement  for 
Voluntary  liquidation  of  Chattel  Secu¬ 
rity.” 

(2)  Form  FYnHA  455-3.  “Agreement 
for  Public  Sale  by  Borrower,” 

(3)  F\>rm  FYnHA  462-2,  “Statement  of 
CcHiditions  on  Which  Lien  will  be 
Released.” 

(4)  Form  FlnHA  455-6,  "Agreement  for 
Temporary  Custody  of  Property.” 

(5)  Form  FmHA  455-21,  “NoUce  of  Ac¬ 
celeration  and  Demand  for  Payment,” 
when  security  property  is  to  be  liquidated 
under  the  “Power  of  Sale”  except  In  the 
State  of  Louisiana. 

(i)  Possession  of  property  is  taken  un¬ 
der  a  security  instrument  or  EO  Loan 
Agre^ent  to  exercise  the  power  of  sale 
contained  in  it. 

(11)  'Die  borrower  or  another  i>arty  is 
requested  to  sell  EO  property  imder  the 
loan  agreement,  or 

(ill)  The  State  Director  notifies  the 
County  Supervisor  that  liquidation  is  ap¬ 
proved  in  cases  sutoiitted  to  the  State 
OfiBce. 

(b)  Lien  searches.  Before  liquidation 
is  approved,  the  County  Supervisor  will 
obtain  a  current  lioi  search  report  to  de¬ 
termine  the  effect  that  liens  of  other 
parties  will  have  on  liquidation,  the  rec- 
(H-d  lienholders  to  whom  notices  of  sale 
will  be  given,  and  the  distribution  that 
will  be  made  of  the  sale’s  proceeds.  Nor¬ 
mally,  lien  searches  should  be  obtained 
from  the  same  source  as  for  loan  making 
purposes.  If  obtaining  the  searches  from 
thli^  party  sources  would  cause  undue 
delay  which  would  interfere  with  order¬ 
ly  liquidation,  searches  may  be  made  by 
the  County  Supervisor.  If  the  lien  search 
is  made  by  third  parties,  the  borrower 
will  pay  the  cost  from  personal  funds  or 
if  the  borrower  refuses,  FmHA  will  pay 
the  cost  and  charge  it  to  the  borrower’s 
account  in  accordance  with  the  security 
instrument  or  EO  Loan  Agreement.  'lYie 
records  to  be  searched  and  the  period 
covered  by  the  search  will  be  in  accord¬ 
ance  with  a  State  supplement. 

(c)  Acceleration  of  unmatured  in¬ 
stallments.  (1)  When  liquidation  has 
been  approved,  the  County  Supervisor 
will  accelerate  all  unmatured  install¬ 
ments  by  using  Fmto  FmHA  455-;;21,  ex¬ 
cept  as  follows: 

(1)  In  cases  referred  to  (X3C  for  civil 
action,  a  notice  of  acceleration  Is  not 
necessary  if  the  notice  has  previously 
been  given.  However,  when  security 
prop^iy  is  to  be  liquidated  imder  the 
“Power  of  Sale”  in  the  lien  instrument 
without  referral  to  <X3C,  the  County  Su¬ 
pervisor  will  use  Fmrm  FmHA  455-21. 

(ii)  In  cases  in  which  Form  FmHA 
455-13,  “Report  of  Sale  of  Chattel  Secu¬ 
rity.”  Is  used,  the  statonent  in  it  declar¬ 
ing  unmatured  installments  immediately 
due  and  payable  will  suffice  for  locm 
servicing  purposes.  However,  the  County 
Supervisor  may  use  Form  FmHA  455-21 
when  it  will  assist  in  collecting  any  re¬ 
maining  indebtedness. 

(2)  Form  FYnHA  455-21  will  be  sent  to 
the  last  known  address  of  each  obligw*, 
with  a  copy  to  the  Finance  Office  in  those 


cases  referred  to  OQC  for  civil  action. 
County  Office  and  Finance  Office  loan 
records  will  be  adjusted  to  mature  the 
entire  indebtedness  only  in  such  cases. 

(d)  Assignment  of  insured  loans. 
When  liquidation  of  an  insured  loan  is 
approved,  the  State  Director  will  imme¬ 
diately  obtain  an  assignment  of  the  loan 
to  FmHA.  If  the  County  Supervisor  ap¬ 
proves  the  liquidation,  the  County  Su¬ 
pervisor  will  immediately  refer  the  c<tse 
to  the  State  Office  with  a  request  to  ob¬ 
tain  assignment  of  the  loan.  Pending  the 
assignment,  preliminary  steps  to  effect 
liquidation  sliould  be  taken,  but  civil  or 
other  court  action  will  not  be  started  and 
claims  will  not  be  filed  in  bankruptcy 
or  similar  proceedings  ch*  in  probate  or 
administration  proceedings  with  respect 
to  the  insured  loan  claim,  unless  essen¬ 
tial  to  protect  FYnHA’s  interests  and 
(X3C  recommends  such  action.  How¬ 
ever,  other  steps  need  not  be  held  up 
pending  assignment. 

(e)  Protective  advances.  (1)  When 
liquidation  has  been  ai^roved  and  secu¬ 
rity  property  is  in  danger  of  loss  or  de¬ 
terioration,  the  State  Director  will  pro¬ 
tect  FYnHA’s  interest  and  approve  ad¬ 
vances  in  payment  oi : 

(1)  Delinquent  taxes  or  assessments 
that  constitute  prior  liens  and  would  be 
paid  ahead  of  FYnHA  under  $1930.44(a) 
and; 

(ii)  Premiums  on  insurance  essential 
to  protect  FYnHA’s  interest,  and 

(iii)  Other  costs  Including  transpor¬ 
tation  necessary  to  protect  or  preserve 
security  pr(H>erty. 

(2)  However,  such  advances  may  not 
be  made  unless  the  amount  advanced 
becomes  a  part  of  the  debt  secured  by 
FmHA’s  lien,  or  is  for  expenses  of  ad¬ 
ministration  of  estates  or  for  litigation. 
If  a  case  is  in  the  hands  of  the  U.S. 
Attorney,  such  advances  may  not  be 
made  without  his  concurrence.  More¬ 
over,  such  advances  may  not  be  made  in 
any  case  to  pay  expenses  incurred  by 
a  U.S.  Marshal  or  other  similar  official 
such  as  a  local  sheriff.  However,  if  the 
official  seizes  the  property  and  delivers 
it  to  FmHA  for  sale  by  FmHA.  costs  in¬ 
curred  by  FmHA  after  delivery  to  FYnHA 
will  be  paid.  Costs  provided  for  in  Form 
FmHA  441-19,  “Loan  Agreement.”  also 
may  be  paid  to  protect  FYnHA’s  interests 
in  EO  property. 

(3)  lYie  (bounty  Supervisor  will  sub¬ 
mit  a  report  on  the  need  for  such  ad¬ 
vances  to  the  State  Director,  including: 

(i)  Borrower’s  County  Office  case  file; 

(ii)  Current  lien  search  report; 

(iii)  Statement  ot  the  type  and  value 
of  the  property  and  of  the  circiunstances 
which  may  result  in  the  loss  or  deteri¬ 
oration  of  such  property,  and 

(iv)  Recommendations. 

(4)  Costs  incurred  by  FYnHA  in  pro¬ 
tecting  its  interest  in  security  or  EO 
property  may  be  paid  by  means  of  Stand¬ 
ard  Form  1034,  “Public  Voucher  for  Pur¬ 
chases  and  Services  Other  Than  Per¬ 
sonal,”  and  may  be  charged  to  the  bor¬ 
rower’s  loan  account,  or  paid  from  pro¬ 
ceeds  of  the  sale  of  security  or  EO  prop¬ 
erty. 


§  1930.41  Sale  of  chattel  security  ttr  KO 
property  by  borrowers. 

(a)  Public  sale.  Because  it  is  to  the 
best  interest  of  the  borrower  and  FmHA. 
when  liquidation  has  been  approved, 
FYnHA  usually  will  encourage  the  bor¬ 
rower  to  sell  security  or  EO  property  at 
public  auction  in  his  cm:  her  own  name. 
Form  FYnHA  455-3  will  be  executed  by 
the  borrower,  all  lienholders,  and  the 
clerk  of  the  sale  other  person  who 
will  receive  the  sale  proceeds  before  ex¬ 
ecution  by  the  County  Supervisor.  When 
EO  property  is  involved,  delete  frcnn  the 
Form  the  reference  to  the  FYnHA  lien  in 
the  first  “Whereas”  clause,  the  second 
sentence  in  Item  5.  and  all  of  item  8. 
No  FYnHA  official  Is  authorized  to  bid  at 
such  sales.  The  County  Supervisor  will 
arrange  to  promptly  receive  the  proceeds 
of  the  sale  due  FYnHA  for  application 
on  the  borrower’s  Indebtedness. 

(b)  Private  sale.  (1)  The  borrower 
may  sell  chattel  security  or  EO  property 
at  a  private  sale  N: 

(1)  The  boereiMr  has  ready  purchasers 
and  can  sell  aB  the  property  for  its 
present  mashet  value;  or 

(ii)  The  property  Is  perishable;  or 

(ill)  The  iMwper^  is  a  type  custom¬ 
arily  sold  (A  a  recognized  market;  or 

(iv)  The  property  consists  of  items 
of  small  value  or  a  limited  number  of 
items  which  do  not  justify  public  sale. 

(2)  Form  FmHA  462-2  may  be  used  to 
approve  liquidation  of  such  security 
property.  The  Country  Supervisor  will 
document  in  the  running  case  record  the 
reasons  that  a  public  sale  was  not  justi¬ 
fied.  If  security  iM-operty  is  not  sold  with¬ 
in  30  days  after  executing  Form  FmHA 
462-2,  it  will  be  liquidated  in  accordance 
with  paragraph  (a)  of  this  section  or 
f  1930.42. 

§  1930.42  RcpoMCMion,  rare,  and  aale 
of  cbattel  security  or  EO  property  by 
tbe  County  Supervisor. 

(a)  Repossession.  The  County  Super¬ 
visor  will  take  possession  of  security  or 
EO  property  for  FmHA  when  the  value  of 
the  propetry,  based  on  appraisal,  is  sub¬ 
stantially  more  than  the  estimated  sale 
expenses  and  the  amount  of  any  prior 
liens  and  when  the  prior  lienholder  does 
not  intend  to  enforce  their  liens.  The 
property  will  not  be  repossessed  if 
FmHA’s  estimated  recovery  will  be  small 
in  relation  to  the  amount  of  its  claim, 
or  to  the  amount  it  must  pay  on  prior 
liens  and  sale  expenses  if  it  bids  on  the 
property  in  accordance  with  S  1955.20  of 
this  Chapter. 

(1)  Conditions.  The  County  Supervisor 
will  take  possession  under  any  of  the  fol¬ 
lowing  conditions : 

(i)  When  Form  FmHA  455-4  has  been 
executed.  FY)r  EO  property  this  Form  will 
be  revised  by  placing  a  period  after  “in¬ 
terest”  in  the  first  "Whereas”  paragraph 
and  deleting  the  remainder  of  that 
clause;  delete  the  words  “collateral  cov¬ 
ered  by  the  aforesaid  security  instru¬ 
ments”  in  the  second  "Whereas”  para- 
grsqdi  and  Insert  in  lieu  thereof  “prop¬ 
erty  covered  by  the  debtor’s  loan  agree¬ 
ment  which  Is  hereinafter  referred  to  as 
the  collateral." 
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(il)  When  the  borrower  has  abandoned 
the  property. 

<  ill)  When  peaceable  possession  can  be 
obtained,  but  the  borrower  has  not  exe¬ 
cuted  Form  PmHA  455-4. 

(iv)  When  the  property  is  delivered  to 
FmHA  as  a  result  of  court  action. 

<  V  ►  When  Form  FmHA  455-5,  “Agree¬ 
ment  of  Secured  Parties  to  Sale  of  Se¬ 
curity  Property”  is  executed  by  all  prior 
lienholders.  If  prior  lienholders  will  not 
agree  to  liquidate  the  property,  their 
liens  may  be  paid  if  their  notes  and  hens 
are  assigned  to  FmHA  on  forms  prepared 
or  atH>roved  by  OOC.  When  prior  liens 
are  paid,  the  payment  will  be  made  on 
Standard  Form  1034  and  charged  to  the 
borrower’s  account. 

(Vi)  When  arrangements  cannot  be 
made  with  the  borrower  or  a  member 
of  the  family  to  sell  EO  property  in  ac¬ 
cordance  with  the  loan  agreement. 

(2)  Recording.  A  list,  dated  and  signed 
by  the  Coimty  Supervisor,  of  all  security 
or  EO  property  repossessed  except  for 
those  items  on  Form  FmHA  455-4,  Form 
FmHA  455-6,  or  Form  FmHA  455-7, 
“Agreement  for  Cultivating,  Harvesting, 
and  Delivering  Crops,”  will  be  main¬ 
tained  in  the  borrower’s  case  file.  When¬ 
ever  the  County  Supervisor  is  transferred 
to  another  position  or  leaves  FmHA  or 
there  is  a  change  in  jurisdiction,  the  Dis¬ 
trict  Director  will  give  the  succeeding 
County  Supervisor  in  writing,  the  names 
of  such  borrowers  and  a  list  of  the  prop¬ 
erty  repossessed  in  the  custody  of  the 
County  Supervisor  and  caretakers,  its 
location,  and  the  names  and  addresses  of 
the  caretakers. 

(b)  Care.  The  County  Supervisor  will 
arrange  for  the  custody  and  care  of  re¬ 
possessed  pr(H>erty  as  follows: 

(1)  Livestock.  Livestock  will  be  de¬ 
livered  to  a  person  who  can  care  for  and 
feed  it  for  compensation  agreed  on  in 
advance.  Whenever  practicable,  animal 
products  will  be  computed  as  a  part  or  all 
of  the  caretaker’s  cmnpensation.  Deliv¬ 
ery,  however,  will  be  made  only  after 
Form  FmHA  455-6  is  executed.  Space 
also  may  be  leased  using  Form  FmHA 
455-6.  When  more  time, is  needed  due  to 
circumstances  in  paragraph  (c)  (4)  (i) 
of  this  section,  the  State  Director  may 
authorize  Form  FmHA  455-6  to  be 
amended  as  appropriate  and  initiated  by 
the  parties  or  a  new  agreement  executed 
covering  the  extension.  If  a  more  favor¬ 
able  arrangement  cannot  be  obtained, 
custody  agreements  may  provide  that 
FmHA  will  supply  feed  necessary  to 
maintain  livestock. 

(2)  Machinery,  equipment,  tools,  har¬ 
vested  crops,  and  other  chattels.  Prop¬ 
erty  will  be  stored  and  cared  for  pending 
sale.  Space  may  be  leased  for  this  pur¬ 
pose,  if  necessary,  or  property  may  be 
stored  and  cared  for  by  agreement  on 
Form  FmHA  455-6.  This  type  ot  property 
will  not  be  used  by  the  caretaker  but 
wiU  be  held  in  storage  only. 

(3)  Crops.  Form  FmHA  455-7  will  be 
used  for  the  custody,  care,  and  disposi¬ 
tion  of  growing  crops  and  for  imharvest- 
ed  matured  crops  i^ess  the  crops  are  to 
be  sold  in  place.  The  form  wUl  be  exe¬ 
cuted  by  the  caretaker  and  the  landlord 


unless  the  landlord  gives  consent  other¬ 
wise  In  writing.  If  the  written  (xmaent 
of  the  landlord  cannot  be  obtained  or  if 
the  procedures  in  this  subpart  do  not 
cover  a  situation,  the  circumstances 
should  be  reported  to  the  State  Director 
for  advice. 

(c)  Sale.  Repossessed  property  may  be 
sold  by  FmHA  at  public  or  private  sale 
for  ca^  under  Form  FmHA  455-4,  Form 
FmHA  441-19,  the  power  of  sale  in  se¬ 
curity  agreements  under  the  UCC,  or  in 
crop  and  chattel  mortgages  and  similar 
Instnunents  if  authorized  by  a  State  sup¬ 
plement.  Also,  repossessed  property  may 
be  sold  at  private  sale  when  the  borrower 
executes  Form  FmHA  455-11,  “BUI  of 
Sale  ‘B*  (Sale  by  Private  Party),” 

(1)  Tests  and  inspections  of  livestock. 
If  required  by  State  law  as  a  condlticm 
of  sale,  Uvestock  will  be  tested  or  in¬ 
spected  before  sole.  A  State  supplement 
will  be  issued  for  those  States. 

(2)  PubHc  sales.  Such  sales  wlU  be 
made  to  the  highest  bidder.  They  may  be 
held  (Ml  tihe  borrower’s  farm  or  other 
premises,  at  public  sale  bams,  pavUions, 
or  at  other  advantageous  sales  locations. 
No  FmHA  employee  will  bid  on  or  ac¬ 
quire  property  at  public  sales  except  on 
behalf  of  FmHA  in  accordance  with 
S  1955.20  ot  this  Chapter.  The  County 
Supervisor  wiU  attend  aU  public  sales  of 
repossessed  property. 

(3)  Private  sales.  FmHA  will  seU  per¬ 
ishable  property  such  as  fresh  fruits  and 
vegetables  tor  the  best  price  obtainable. 
FmHA  WiU  seU  staple  crops  such  as 
wheat,  rye.  oats,  com,  cotton,  and  tobac¬ 
co  for  a  price  in  line  with  current  market 
quotations  for  products  of  simUar  grade, 
type,  or  other  recognized  classification. 
Chattel  property  sold  imder  Form  FmHA 
455-4,  other  than  perishable  property 
and  staple  crops,  wUl  not  be  sold  for  less 
than  the  minimum  price  in  the  agree¬ 
ment.  FmHA  wiU  seU  other  property,  in¬ 
cluding  that  sold  when  the  borrower  exe¬ 
cutes  Form  FmHA  455-11,  for  its  present 
market  value. 

(4)  Selling  period.  Repossessed  prop¬ 
erty  wUl  be  sold  as  soon  as  possible.  How¬ 
ever,  when  notice  is  required  by  para¬ 
graph  (c)  (5)  of  this  sectiem,  the  sale  wUl 
not  be  held  until  the  notice  period  has  ex¬ 
pired. 

(i)  The  sale  wiU  be  made  within  60 
days  unless  a  shorter  p«*iod  is  indicated 
by  a  State  siipiUement  because  of  State 
law.  Crops  wUl  be  sold  when  the  maxi¬ 
mum  return  can  be  realized  but  not  later 
than  60  days  after  harvesting,  or  the 
normal  marketing  time  for  such  crops. 
The  State  Director  may  extend  the  sale 
time  within  State  law  limits. 

(ii)  These  requirements  do  not  apply 
to  lrrigatk>n  or  other  equipment  and  fix- 
tiues  which,  together  with  real  estate, 
serve  as  security  for  FmHA  real  estate 
loans  and  wiU  be  sold  or  transferred  with 
the  real  estate.  However,  a  State  supple¬ 
ment  wUl  be  issued  for  any  State  having 
a  time  limit  within' which  such  items 
must  be  s(Ud  along  with  or  as  a  part  of 
the  real  estate. 

(5)  Notice,  (i)  Notice  of  sale  to  bor¬ 
rowers  and  lienholders.  Notice  of  public 
or  private  sale  of  repossessed  property 


when  required  wUl  be  giv^  to  the  bm*- 
rovfer  and  to  any  party  who  has  filed  a 
financing  statement  or  who  is  known  by 
the  County  Supervisor  to  have  a  secu¬ 
rity 'interest  in  the  property,  except  as 
set  forth  below.  'Ihe  notice  will  be  deliv¬ 
ered  or  mailed  so  that  it  will  reach  the 
borrower  and  any  lienholder  at  least  5 
days  (or  longer  time  if  specified  by  a 
State  supplement)  before  the  time  of 
any  public  sale  or  the  time  after  which 
any  private  sale  will  be  held.  Form 
FmHA  455-6,  “NoUce  of  Sole,"  may  be 
used  for  public  or  private  sales. 

(A)  Notice  to  the  borrower  or  lien¬ 
holder  is  not  required  when  the  iM-operty 
is  sold  under  Form  FmHA  455-4  because 
the  parties  are  placed  on  notice  when 
they  execute  the  form.  When  the  sale 
involves  only  collateral  which  is  perish¬ 
able  or  will  decline  quickly  in  value  or  is 
a  type  customarily  sold  on  a  recognized 
market,  notice  is  not  required  but  may 
be  given  if  time  permits  to  maintain 
good  public  r^atlons. 

(B)  Notice  only  to  lienholder  is  re¬ 
quired  when  repossessed  property  is  sold 
at  private  sale  and  the  bmrower  exe¬ 
cutes  Form  RnHA  455-11. 

(C)  If  the  pre^rty  is  to  be  sold  un¬ 
der  a  chattel  mm'tgage,  the  manner  of 
notice  wUl  be  set  forth  in  a  State  sup¬ 
plement  or  (HI  an  individual  case  basis. 

(li)  Notice  to  Internal  Revenue  Serv- 
ide  (IRS).  If  a  Federal  tax  lien  notice 
has  been  filed  in  the  local  records  more 
than  30  days  befenre  the  sale  of  the  re¬ 
possessed  security  property,  notice  to  the 
District  Director  of  IRS  must  be  given 
at  least  25  days  before  the  sale.  It  should 
be  given  by  sending  a  copy  of  Form 
FmHA  455-8  and  a  copy  of  the  filed 
Notice  of  Federal  Tax  Lien  (Form  IRS 
668).  If  the  security  prop^y  is  perish¬ 
able,  the  full  25  days’  notice  to  the  Dis¬ 
trict  Director  is  not  required,  but  notice 
must  be  given  to  the  District  Director 
by  registered  or  certified  maU  or  by  per¬ 
sonal  service  b^ore  the  »eile.  Also,  the 
sale  proceeds  must  be  held  for  30  days 
after  the  sale  so  that  they  may  be  claimed 
by  IRS  (m  the  basis  of  its  tsuc  lien  pri¬ 
ority.  In  such  p^ishable  property  cases, 
the  pr(x:eeds  or  an  amoimt  large  enough 
to  pay  the  IRS  tax  lien  will  be  forwarded 
to  the  Finance  OfBce  with  a  notation 
“Hold  in  suspense  30  days  because  of 
Federal  Tax  Lien.”  OGC  will  advise  the 
Finance  OfiBce  about  disposing  of  the 
funds. 

(6)  Advertising,  (i)  Private  sales  and 
sales  at  established  public  auctions. 
’These  sales  will  be  advertised  by  FmHA 
only  if  required  by  a  State  supplement 
based  on  State  law. 

(ii)  Other  public  sales.  ’These  sales, 
whether  under  power  of  sale  in  the  lien 
instnunent  or  luider  Form  FmHA  455-4 
wiU  be  widely  putUicized  to  assure  large 
attendance  and  a  fair  sale  by  one  or 
more  of  the  following  methods  cus- 
tomarUy  used  in  the  area. 

(A)  Handbills  or  notices.  ’The  sale  may 
be  advertised  by  posting  or  distributing 
handbUls,  posting  Form  FteHA  455-8,  or 
a  revision  of  it  ^proved  by  OOC  to  meet 
State  law  requirements,  <h:  by  a  ccrnibi- 
nation  of  these  methods.  The  length  of 
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time  and  place  of  giving  notice  will  be 
covered  by  a  State  supplement. 

(B)  Netospaper$.  radio,  and  TV  ad-' 
vertisinff.  Advertising  in  newspapers  or 
spot  advertising  on  local  radio  or  TV 
stations  may  be  used  depending  cm  the 
amoxmt  of  iN’operty  to  be  s(dd  and  the 
cost  in  relation  to  the  value  sold  and  the 
cost  in  relation  to  the  value  ol  the  prop¬ 
erty,  the  customs  in  the  area,  and  State 
law  requirements.  When  newsp(q)er  ad¬ 
vertising  is  required,  a  State  sup^ement 
will  indicate  the  tirpes  of  newspapers  to 
be  used,  the  number  and  times  of  inser¬ 
tions  of  the  advertisement,  and  the  form 
of  notice  of  sale. 

(7)  Payment  of  costs  and  prior  lien- 
holders.  If  expenses  must  be  paid  before 
the  sale  or  if  cash  proceeds  are  not  avail¬ 
able  from  the  sale  of  the  property  to  pay 
costs  referred  to  in  i  1930.44  (b)  or  to  pay 
prior  llenh(dders.  such  costs  or  prim*  liens 
wUl  be  pcdd  by  voucher  on  Standard 
Form  1934  or  by  invoice  Standard  Form 
1143,  “Advertising  Order,”  for  newspaper 
or  puUlsher’s  invoice  for  newqiaper  ad¬ 
vertising  under  Subpart  F  of  Part  2024 
of  this  Che4>ter  available  in  any  FmHA 
Office. 

(D  The  amount  of  the  voucher  will  be 
charge  to  the  borrower’s  account,  except 
as  limited  by  State  law  in  a  State  sup- 
plemmt.  No  costs  in  the  repossession  and 
sale  security  property  should  be  incur¬ 
red  unless  they  can  be  charged  to  the 
borrower’s  account,  and  in  no  event  will 
the  Government  pay  them.  However,  if 
costs  are  not  legaUy  chargeable  to  the 
borrower,  they  may  be  paid  as  provided 
in  this  subpart,  and  charged  to  an  ac¬ 
count  set  up  for  the  c^clals  ot  other  per¬ 
sons  foimd  responsible  tor  them. 

(ii)  Each  invoice  or  voucher  will  be 
approved  by  the  County  Supervisor, 
signed  by  the  payee  or  sui^xMted  by 
signed  invoices,  and  submitted  to  the 
Finance  Office  for  payment.  An  original 
and  one  copy  of  Form  FmHA  455-6  or 
Form  FhiHA  455-7  will  be  attached  to 
invoices  or  vouchers  in  payment  of  such 
costs  as  custody,  care,  storage,  harvest¬ 
ing.  and  marketing. 

(8)  Bia  of  sale  or  transfer  of  title.  If  a 
purchaser  requests  a  written  conveyance 
of  repossessed  property  sold  by  RnHA  at 
public  or  private  sale,  the  County  Super¬ 
visor  wlU  execute  and  deliver  to  the  pur¬ 
chaser  F^rm  FmHA  455-12,  “Bill  cd  Sale 
‘CT  (Sale  Through  Government  as 
Liquidating  Agent) ,”  or  other  necessary 
instruments  to  convey  all  the  rights,  title, 
and  interests  of  the  borrower  and  FmHA. 
A  State  supplement  will  be  issued  as 
necessary  for  conveying  title  to  motor 
vehicles  and  boats. 

§  1930.43  Liquidation  of  chattel  secur¬ 
ity  or  EO  property  by  other  parties. 

(a)  Sale  by  prior  lienholders  and  other 
parties.  Refer  to  i  1955.20  of  this  chapter 
for  the  C^ounty  Supervisor’s  authorl^  to 
bid  at  such  sate. 

<b)  Sale  by  junior  lienholders.  On 
learning  through  formal  notice  or  other¬ 
wise  that  a  JuniOT  lioihcMer  has  begun 
foreclosure,  the  County  Supervisor  wUl 
ccmsider  whether  FhiHA  should  start 
liquidation.  If  the  County  Supervisor  de¬ 
cides  on  liquidation,  the  County  Super¬ 


visor  wUl  Inform  the  junior  lienholder 
and  arrange  tor  voluntary  Uquldatloo. 

(1)  If  the  junior  lienholder  Iws  al¬ 
ready  begtm  foreclosure  action  and  If 
voluntary  liquldaticm  cannot  be  effected, 
FmHA  will  foreclose  its  lien  so  that  a 
single  foreclosure  sale  may  be  held  under 
both  liens.  If  insufficient  time  or  other 
reasons  prevent  holding  a  joint  foreclo¬ 
sure  sale,  the  County  Supervisor  wUl  in¬ 
form  the  foreclosing  junior  lienholder  in 
writing  as  to  the  property  on  which 
FmHA  holds  a  lulw  lien;  and  that 

(1)  If  the  junior  UnehcUder’s  foreclo¬ 
sure  sale  is  hrid.  the  County  Supervisor 
will  announce  at  the  sale  that  FmHA 
holds  a  prior  lien  on  each  item  of  such 
property  as  security  fmr  an  indebtedness 

of  $ -  (total  iMincipal  and  interest), 

and  that  any  such  property  sold  win  con¬ 
tinue  to  be  subject  to  FYnHA’s  prior  lien; 
and  that 

(ii)  The  County  Supervisor  will  im¬ 
mediately  start  f(Hreclo6ure  or  other  legal 
action  to  obtain  the  fuff  value  of  each 
item  of  this  property  to  apply  on  its  prior 
lien  until  its  lien  is  satisfied. 

(c)  Retention  by  other  lienholders 
without  sale.  If  another  lienholder  noti¬ 
fies  FmHA  that  it  has  taken  possession 
<A  security  property  after  default  and 
iMToposes  to  keep  it  in  satisfaction  of  its 
se:;ured  claim,  the  County  Supervisor  wiU 
promptly  reply  in  writing  that  FmHA 
objects  and  insists  that  the  property  be 
sold  in  accordance  with  law.  This  will  be 
d<xie  only  when  FinHA’s  estimated  re¬ 
covery  will  be  small  in  relation  to  the 
amount  of  the  claim  or  the  amount  it 
must  pay  on  prior  liens  or  for  sale  ex¬ 
penses.  After  such  notice,  the  case  will 
be  referred  to  the  State  Director  for 
advice. 

§  1930.44  Distribation  of  liquhladon 
•ale  proceeds. 

This  section  applies  to  proceeds  of 
nonjudicial  liquidatimi  sales  conducted 
imder  the  power  of  sale  in  lien  instru¬ 
ments  or  under  F\>rm  FmHA  455-4,  FVmn 
FmHA  455-3,  or  Form  FknHA  462-2. 

(a)  Lien  priorities.  (1)  Federal  liens. 
For  Federal  Income,  social  security,  or 
other  Federal  tax  liens,  or  liens  of  other 
Federal  agencies,  OOC’s  advise  will  be 
obtained  as  to  lien  priorities. 

(2)  State  and  local  tax  Uens.  A  State 
supplement,  if  considered  necessary  by 
the  State  Director  and  OGC,  will  list  pri¬ 
orities  of  these  liens  (nr  may  provide  for 
ref  aral  of  these  cases  to  the  State  Oflico. 

(3)  Chattel  mortgages  and  other  Uens 
of  private  parties.  A  State  supplement,  if 
considered  necessary  by  the  State  Direc¬ 
tor  and  OGC.  wiU  list  priorities  of  chat¬ 
tel  mortgages,  landlord’s  Hens,  mechan¬ 
ics  and  materialmen  liens,  and  other 
liens  of  private  parties. 

(4)  Security  interests  under  VCC. 
Liens  on  the  same  collateral  that  are  per¬ 
fected  by  filing  a  financing  statement 
under  the  UCC  and  that  are  still  effective 
as  constructive  notice,  unless  otherwise 
provided  by  a  State  Si^plement,  wlD  be 
paid  in  the  order  of  their  perfection.  Ex¬ 
ceptions  to  this  rule  are  listed  below.  A 
State  suivlement  win  be  iasoed  whenever 
necessary  to  explain  any  State  deviations 
from  these  Ust^  exceptions. 


(1)  A  purchase  m(mey  security  Interest 
in  personal  property  wiU  take  iviority 
over  an  earlier  perfected  security  interest 
if  a  security  agreement  is  taken  and  a  fi¬ 
nancing  statement  is  filed  before  the  pur¬ 
chaser  receives  possession  of  the  collat¬ 
eral  or  within  10  days  thereafter.  How¬ 
ever: 

(A)  Motor  vehicles.  For  motor  vehicles 
required  to  be  liijensed,  any  action  neces¬ 
sary  to  obtain  perfeetkm,  in  the  particu¬ 
lar  State,  such  as  having  the  security 
interest  noted  on  tiie  certificate  of  title, 
must  be  taken  before  the  purchaser  re¬ 
ceives  possession  of  the  collateral  or 
within  10  days  thereafter.  In  some 
States,  filing  a  financing  statement  to 
perfect  a  security  interest  is  not  required. 
A  State  Supplement  will  be  issued  as 
necessary. 

(B)  Farm  equipment.  A  imrehase 
money  security  interest  in  farm  equip¬ 
ment,  other  than  fixtures  or  motor  ve¬ 
hicles  required  to  be  licensed,  costing 
$2,500  or  less,  will  take  priority  over  an 
earlier  perfected  security  interest  if  a 
security  agreement  is  obtained,  even 
though  a  financing  statement  Is  not 
taken  or  filed. 

(C)  Inventory.  A  purchase  money  se¬ 
curity  interest  in  inventiMy  will  take 
priority  over  an  earlier  perfected  secur¬ 
ity  Interest  provided  a  security  agree¬ 
ment  is  taken  and  a  financing  statement 
is  filed  not  later  than  the  time  the  pur¬ 
chaser  receives  possession  of  the  prop¬ 
erty.  Also,  before  the  purchaser  receives 
possession,  the  purchase  money  creditor 
will  notify  the  earlier  perfected  secured 
party,  in  writing,  that  he  or  she  has,  (»’ 
expects  to  acquire,  a  purchase  money 
security  interest  in  inventory  described 
by  item  or  type. 

(ii)  A  seciirity  interest  taken  In  g(X)ds 
before  they  become  fixtures  has  priority 
over  real  estate  interest  h(^ders.  A  secur¬ 
ity  interest  taken  in  gtxxis  after  they  be¬ 
come  fixtures  is  valid  against  all  persons 
subsequently  acquiring  an  interest  in  the 
real  estate.  It  is  not  valid,  however, 
against  persons  who  had  an  interest  In 
the  real  estate  when  the  goods  became 
fixtures,  unless  they  execute  a  consent 
disclaimer  or  suborcHnatlon  agreement. 

(lii)  A  setmrity  Interest  taken  in  and 
to  finance  crops  not  more  than  3  m(mths 
before  they  are  planted  or  otherwise  be¬ 
come  growing  crops,  has  pri(Mdty  over  an 
earlier  perfected  security  interest  for  (Ob¬ 
ligations  that  were  due  more  than  6 
months  bef(MO  the  ert^  became  grow¬ 
ing  crops. 

(b)  Order  of  payment.  Sales  proceeds 
will  be  distributed  in  the  following  order 
of  i>riority. 

(1)  To  pay  expenses  of  sale  includ¬ 
ing  advertising,  lien  searches,  tests  and 
inspection  of  livestock,  and  transporta¬ 
tion,  custody,  care,  storage,  harvesting, 
marketing,  and  other  expenses  charge- 
aUe  to  the  borrower,  including  reim¬ 
bursement  of  amounts  already  paid  by 
FmHA  and  charged  to  the  borrower’s  ac¬ 
count.  Bills  can  be  paid,  after  liquida- 
ti(m  has  been  iq)prav^,  for  essential  re¬ 
pate  and  parts  of  machinery  and  equip¬ 
ment  to  place  It  In  reasonatde  ctmdi- 
tion  for  sale,  provided  written  agree¬ 
ments  from  any  holders  of  liens  which 
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are  prior  to  those  of  PmHA  state  that 
such  bills  may  be  paid  from  the  sales 
proceeds  ahead  of  their  Hens. 

(1)  However,  any  such  expenses  In¬ 
curred  by  the  U.8.  Marshal  or  other  sim¬ 
ilar  official  such  as  a  local  sheriff,  may 
not  be  paid  from  sale  proceeds  turned 
over  to  PmHA. 

(U)  On  the  other  hand.  If  the  U.S. 
Marshal  or  other  similar  official  such  as 
a  local  sheriff  has  taken  possession  of 
the  property  and  deUvered  It  to  PmHA 
for  sale,  such  costs  Incurred  by  PmHA 
after  delivery  of  the  property  to  It  may 
be  paid  from  the  proceeds  of  the  sale. 

(2)  To  pay  Hens  which  are  prior  to 
PmHA  liens  provided  that; 

<1)  State  and  local  tax  Hens  on  se¬ 
curity  or  EO  property  which  are  prior 
to  the  Hens  of  PmHA  wiU  be  paid  only 
when  demand  Is  made  by  tax  coUect- 
Ing  officials  before  distributing  the  sale 
proceeds.  The  sale  proceeds  wlU  not  be 
used  to  pay  real  estate.  Income,  or  other 
taxes  which  are  not  a  Hen  against  the 
security  property,  or  to  pay  substan¬ 
tial  amounts  of  personal  property  taxes 
against  nonsecurity  personal  pr(H>erty. 

(11)  If  action  Is  threatened  or  taken 
by  the  sheriff  or  other  official  to  c(^ect 
taxes  not  authorized  In  paragraph  (b) 

(2)  (i)  of  this  section  to  be  paid  out  of 
the  security  property  or  the  sale  pro¬ 
ceeds,  the  sale  wiU  be  postponed  un¬ 
less  an  arrangement  can  be  made  to 
deposit  In  escrow  with  a  responsible  dis¬ 
interested  party  an  amount  equal  to  the 
tax  claim,  pending  determinatimi  of  pri¬ 
ority  rights.  When  the  sale  is  postponed, 
or  an  escrow  arrangement  Is  made,  the 
matter  wiU  be  reported  promptly  to  the 
State  Director  for  referral  to  OOC. 

(ill)  If  FmHA  subordinations  have 
been  approved,  their  intent  wUl  be  rec¬ 
ognized  In  the  use  of  sale  proceeds  even 
though  the  creditor  in  whose  favor  the 
PmHA  Hen  was  subordinated  did  not 
obtain  a  Hen.  If  there  are  other  third 
party  Hens  on  the  property,  however, 
the  lienholders  must  agree  to  the  use 
of  the  sale  proceeds  to  pay  such  creditor 
first. 

(3)  To  pay  rent  for  the  current  crop 
year  from  the  sale  proceeds  of  other 
than  basic  security  or  EO  prc^ierty. 
However,  there  must  be  no  Hens  jimior 
to  fteHA’s  other  than  the  landlord’s 
Hen,  If  any,  and  the  borrower  must  c<m- 
sent  in  writing  to  the  payment. 

(4)  To  pay  debts  owed  FmHA  which 
are  secured  by  Hens  on  the  property 
sold. 

(5)  To  pay  Hens  Junior  to  those  of 
FmHA  in  accordance  with  their  priori¬ 
ties  on  the  property  sold.  Including  any 
landlord’s  Hens  for  rent  iinless  such 
Hens  already  have  been  paid.  Junior 
Hens  wiU  not  be  paid  unless,  cm  request, 
the  lienholder  gives  proof  of  the  ex¬ 
istence  and  the  amoimt  of  his  or  her  Hoi. 

(6)  To  pay  on  any  EO  unseciired  debt. 

(7)  To  pay  rent  for  the  current  crop 
year  If  the  borrower  ccmsents  In  writ¬ 
ing  to  paym^t  and  if  such  roit  has  not 
already  been  paid  as  provided  in  para¬ 
graphs  (b)  (2),  (3),  or  (5)  of  this  sec¬ 
tion. 


(8)  To  pay  cm  any  other  debts  owed 
to  FmHA  unsecured  or  secured  by  liens 
on  property  which  is  not  being  scdd. 
However,  in  Justifiable  circumstances, 
the  State  Director  may  approve  the  use 
of  a  part  of  or  aU  the  remainder  of 
such  sale  proceeds  by  the  borrower  for 
other  purposes,  provided  the  other 
FmHA  debts  are  adequately  seemed,  or 
the  borrower  arranges  to  pay  the  otixer 
debts  from  Income  or  other  sources  and 
these  payments  can  likely  be  depended 
upon. 

(9>  To  pay  the  remainder  to  the  bor¬ 
rower. 

(c)  Receipts.  Receipts  are  required 
for  aU  amounts  paid  from  the  sale  pro¬ 
ceeds  and  are  kept  in  the  borrower’s 
case  file.  Form  FmHA  451-2  wlU  be  pre¬ 
pared  only  for  the  total  amoimt  re¬ 
mitted  to  FmHA  for  credit  to  the  bor¬ 
rower’s  indebtedness. 

§  1930.15  Reporting  dales. 

(a)  Form  FmHA  455-13  wiU  be  pre¬ 
pared  in  aU  cases  in  which : 

(1)  Property  is  repossessed  by  FmHA; 
or 

(2)  ’The  borrower  sells  the  property 
under  Form  FmHA  455-3  or  Form  FteHA 
462-2  and  the  FmHA  debt  is  not  paid  in 
full;  or 

(3)  The  property  is  sold  by  prior  or 
Junior  lienholders  or  other  parties.  It 
wlU  not  be  prepared  when  the  borrower 
holds  the  sale  using  Form  FmHA  455-3 
or  Form  FmHA  462-2  and  the  borrower’s 
FmHA  Indebtedness  is  paid  in  fuU. 

(b)  Form  FmHA  455-13  wiU  be  com¬ 
pleted  as  soon  as  aU  the  property  is  sold. 
In  completing  Part  I  of  this  form,  the 
names  of  the  purchasers  need  not  be 
shown  if  there  are  numerous  purchasers 
and  the  clerk’s  report  of  sale  is  filed  in 
the  borrower’s  case  file,  or  liquidation  is 
effected  by  using  Form  FmHA  462-2. 

§  1930.16  Deceased  borrowers. 

Immediately  on  learning  of  the  death 
of  any  person  liable  to  FmHA,  the 
County  Supervisor  wlU  prepare  Form 
FmHA  455-17,  “Report  on  Deceased 
Borrower,*’  to  determine  whether  any 
special  servicing  action  is  necessary  un¬ 
less  the  County  Supervisor  recommends 
settlement  of  the  indebtedness  under 
Part  1864  of  this  Chapt^  (FmHA  In¬ 
struction  456.1).  If  a  survivor  wlU  not 
continue  with  the  loan,  it  may  be  neces¬ 
sary  to  make  immediate  arrangements 
with  a  survivor,  executor,  or  administra¬ 
tor,  or  other  interested  parties  to  com¬ 
plete  the  year’s  operations  or  to  other¬ 
wise  protect  or  preserve  the  security. 

(a)  Reporting.  The  borrower's  case 
files  including  Form  FmHA  455-17  will 
be  forwarded  promptly  to  the  State  Di¬ 
rector  for  use  in  deciding  the  action  to 
take  if  any  of  the  foUowing  conditions 
exist:  (When  it  is  necessary  to  send  an 
incomplete  Form  FmHA  455-17,  any  ad¬ 
ditional  information  which  may  affect 
the  State  Director’s  decision  wiU  be  sent 
as  soon  as  available  on  a  supplemental 
Form  FmHA  455-17  or  in  a  memoran¬ 
dum.) 


(1)  Probate  or  other  administration 
proceedings  have  been  started  or  are 
(xmtemplated. 

(2)  ’The  debts  owed  to  FmHA  are  in¬ 
adequately  secured  and  the  estate  has 
other  assets  from  which  coUection  could 
be  made. 

(3)  FmHA ’8  security  has  a  value  in  ex¬ 
cess  of  the  indebtedness  it  secures,  and 
the  deceased  obligor  owes  other  debts 
to  FmHA  which  are  unsecured  or  inade¬ 
quately  secured. 

(4)  ’The  County  Supervisor  recom¬ 
mends  continuation  with  a  survivor  who 
is  not  liable  for  the  indebtedness  or 
recommends  transfer  to,  and  assiunption 
by.  another  party. 

(5)  ’The  Coimty  Supervisor  recom¬ 
mends,  but  does  not  have  authority  to 
approve,  liquidation. 

(6)  ’The  County  Supervisor  wants  ad¬ 
vice  on  servicing  the  case. 

(b)  Probate  or  administration  pro¬ 
ceedings.  QeneraUy,  probate  or  adminis¬ 
tration  proceedings  are  started  by  rela¬ 
tives  or  heirs  of  the  deceased  or  by  other 
creditors.  Ordinarily.  FmHA  will  not 
start  these  proceedings  be«iuse  of  the 
problems  of  designating  an  administra¬ 
tor  or  other  similar  official,  posting  bond, 
and  paying  costs.  However,  when  it  ap¬ 
pears  that: 

(1)  Such  proceedings  wiU  not  be 
started  by  other  parties; 

(2)  FmHA’s  interests  could  best  be 
protected  by  filing  a  proof  of  claim  in 
su(h  proceedings,  and 

(3)  PubHc  administrators  or  other 
similar  officials  or  private  parties,  in¬ 
cluding  banks  and  trust  companies,  are 
eligible  to.  and  wiU  serve  as  administra¬ 
tor  or  other  similar  official  and  will  pro¬ 
vide  the  required  bond,  the  State  Di¬ 
rector  may  request  OOC  to  recommend 
beginning  probate  or  administration 
proceedings  by  the  UB.  Attorney.  If  pro¬ 
bate  or  administration  proceedings  are 
started  by  other  parties  or  at  FmHA’s 
reqxiest,  and  any  security  is  to  be  liqui¬ 
dated  by  FteHA  instead  (rf  by  the  admin¬ 
istrator  or  executor  or  other  similar  c^- 
cial,  it  will  be  liquidated  in  accordance 
with  the  advice  of  OOC. 

(c)  Filing  proof  of  claim.  When  a 
proof  of  claim  is  to  be  filed,  it  will  be  pre- 
peu’ed  on  a  form  approved  by  OOC,  exe¬ 
cuted  by  the  State  Director,  and  trans¬ 
mitted  to  (XIC.  It  will  be  filed  by  OOC  w 
by  an  FteHA  official  as  directed  by  OGC 
or  it  will  be  referred  by  OOC  to  the  n.S. 
Attorney  for  filing  if  representation  of 
FmHA  by  counsel  may  be  required.  If  a 
Judgment  claim  is  involved,  the  notifica¬ 
tion  to  the  U.S.  Attorney  will  be  the  same 
as  for  Judgment  claims  in  bankruptcy.  If 
an  insured  loan  is  inverived,  the  proof  of 
claim  will  not  be  prepared  imtil  the  note 
has  been  assigned  to  the  Government.  A 
in-oof  of  claim  will  be  filed  in  any  case 
in  which  probate  or  administration  pro¬ 
ceedings  are  started,  unless: 

(1)  After  ccmsid^lng  liens  and  priority 
rights  of  FmHA  and  other  pfuides,  costs 
of  admlnistraticm.  and  charges  against 
the  estate.  FmHA  cannot  reach  the  as¬ 
sets  in  the  estate  exc^t  for  RnHA’s  own 
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security  »nd  FtnHA  will  liquidate  the  se¬ 
curity  by  fixeclosure  or  othenrise  If  nec¬ 
essary  to  collect  Its  claim,  or 

(2)  Continuation  with  an  individual  or 
transfer  to  and  assumption  by  another 
party  is  apivoved,  and  either  the  debt 
owed  to  RnHA  is  fully  secured,  or  the 
amount  of  the  debt  in  excess  oi  the  value 
of  the  security  which  could  be  collected 
by  filing  a  claim  is  obtained  in  cash  or 
additional  security,  or 

(3)  The  debt  owed  to  PmHA  by  the 
estate  is  settled  under  Part  1864  (rf  this 
chapter  (FtaHA  Instructkm  456.1)  well 
ahead  ot  the  deadline  for  filing  proof  of 
claim. 

(d)  Priority  of  claims. — (1)  Secured 
claims.  Each  secured  claim  will  take  its 
relative  lien  priority  to  the  extent  of  the 
value  ot  the  property  serving  as  seciuity 
for  it.  These  claims  include  those  secured 
by  mortgages,  deeds  of  trust,  landroad’s 
coiitractual  liens,  and  other  cMitractual 
liens  or  security  instnunents  executed 
by  the  borrower  on  real  or  personal 
property.  However,  tax.  judgment,  at¬ 
tachment.  garnishment,  laborer’s,  me¬ 
chanic’s,  materialsmai’s,  landlmd’s  stat¬ 
utory  liens,  and  other  noncontractual 
lien  claims  may  or  may  not  be  secured 
claims.  Therefore,  if  any  noncontractual 
claims  are  allowed  as  sectired  claims  and 
the  FtaHA  claim  is  not  paid  in  full,  the 
advice  of  OGC  will  be  obtained  as  to 
whether  they  ccmstitute  secured  claims 
and  as  to  their  r^tive  priorities. 

(2)  Unsecured  claims,  (i)  The  remain¬ 
ing  assets  of  the  estate,  including  any 
value  of  security  property  f<M-  more  than 
the  amount  of  the  secured  claims  against 
it.  are  to  be  applied  first  to  payment  of 
admlnistratimi  costs  and  charges  against 
the  estate,  and  second  to  unsecured  debts 
of  the  deceased. 

(il)  If  the  total  of  the  remaining  assets 
in  the  estate  being  administered  is  not 
enough  to  pay  all  administration  costs, 
charges  against  the  estate,  and  unse¬ 
cured  debts  of  the  deceased,  the  Govern¬ 
ment’s  unsecured  claims  against  the  re¬ 
maining  assets  will  have  priority  over  all 
other  unsecured  claims,  except  the  costs 
of  administratUm  and  charges  against 
the  estate.  Under  such  circumstances  un¬ 
secured  claims  are  payable  in  the  fol¬ 
lowing  order  of  priority: 

(A)  Costs  of  administration  and 
charges  against  the  estate  unless  imder 
State  law  they  are  payable  after  the 
Government’s  unsecured  claims,  and 
such  costs  and  charges  include  costs  of 
administration  of  the  estate,  allowable 
fimeral  expenses,  allowances  of  minor 
children  and  surviving  spouse,  and  dower 
and  curtesy  rights. 

(B)  The  Government’s  unsecured 
claims. 

(3)  State  supplement.  A  State  supple¬ 
ment  will  be  issued  as  needed  taking  into 
consideration  the  Federal  priority  stat¬ 
ute,  lien  waivers  and  subordinations,  and 
notice  and  other  statutcHry  provisions 
which  affect  lien  priorities. 

(e)  Withdrawal  of  claim.  It  may  not 
be  necessary  to  withdraw  a  claim  when 
it  is  paid  in  full  by  someone  other  than 
the  estate  or  when  compromised.  How¬ 
ever,  when  it  is  necessary  to  permit  clos¬ 


ing  of  an  estate,  compromlee  of  a  claim. 
CM*  for  other  Justifiable  reasons,  the  State 
Director  will  recommend  to  OGC  that 
the  claim  be  withdrawn  on  receipt  of 
cash  or  security,  or  both,  of  a  value  at 
least  equal  to  the  amount  that  could  be 
recovered  imder  the  claim  against  the 
estate.  When  FmHA  keeps  existing  se¬ 
curity,  arrangements  must  be  made  to 
assure  that  withdrawal  of  the  claim  will 
not  affect  FmHA’s  rights  under  the  ex¬ 
isting  notes  or  security  instrumoits  with 
respect  to  the  retained  security.  In  some 
cases,  with  OGC’s  advice,'  the  claim  may 
be  properly  handled  without  filing  a  for¬ 
mal  petition  for  withdrawal  of  the 
claim.  However,  if  the  claim  has  been  re¬ 
ferred  to  the  U.S.  Attorney,  or  if  a  formal 
withdrawal  of  the  claim  is  necessary, 
the  matter  will  be  referred  by  OGC  to 
the  U.S.  Attmney. 

(f)  Liquidation  of  security  property. 
When  probate  or  administration  pro¬ 
ceedings  have  not  been  started  and  con¬ 
tinuation  with  a  survivm:  or  transfer  and 
assumption  by  another  party  will  not  be 
approved,  chattel  security  and  real  es¬ 
tate  security  will  be  liquidated  prmnptly 
in  accordance  with  this  Subpart  and 
Subpart  B  of  this  Part  (FmHA  Instruc¬ 
tion  465.1),  respectively.  If  the  proceeds 
from  the  sale  of  security  are  Insufficient 
to  pay  in  full  the  indebtedness  owed  to 
FmHA,  and  other  assets  are  available  in 
the  estate  or  in  the  hands  of  heirs  from 
which  to  collect,  the  State  Director  will 
request  OGC  to  effect  ccrilection. 

(g)  Continuation  of  secured  debt  and 
transfer- of  security  property.  When  a 
surviving  member  of  a  deceased  bor¬ 
rower’s  family,  or  other  person  Ls  inter¬ 
ested  in  continuing  the  loan  and  taking 
over  the  security  property  for  the  bene¬ 
fit  of  all  or  a  part  of  the  deceased  bor¬ 
rower’s  family  who  were  directly  de¬ 
pendent  on  the  borrower  for  their  sup¬ 
port  at  the  time  of  his  or  her  death, 
continuation  may  be  approved  subject 
to  the  following: 

(1)  Individuals  who  are  joint  debtors. 
Any  individual  who  is  liable  for  the  in¬ 
debtedness  of  the  deceased  borrower  may 
continue  with  the  loan  provided  that  in¬ 
dividual  can  comply  with  the  obligations 
of  the  notes  or  other  evidence  of  debt 
and  chattel  or  real  estate  security  instru¬ 
ments,  and  so  long  as  liquidation  is  not 
necessary  to  protect  the  interest  of 
FmHA.  When  an  individual  who  is  liable 
for  the  indebtedness  is  to  continue  with 
the  account.  Form  PmHA  450-10,  “Advice 
of  Borrower’s  Change  of  Address  or 
Name,”  will  be  sent  to  the  Finance  Office 
to  change  the  account  to  that  individ¬ 
ual’s  name.  A  new  case  number  will  be 
assigned  or.  if  the  continuing  individual 
already  has  a  case  number,  that  niun- 
ber  will  be  used  regardless  of  whether 
of  the  amount  of  the  debt  owed  by  the 
estate  of  the  deceased. 

(2)  Individuals  who  are  not  joint  debt¬ 
ors.  When  a  surviving  member  of  a  de¬ 
ceased  borrower’s  family,  a  joint  opera¬ 
tor  with  the  deceased  borrower,  a  relative 
or  other  individual  who  is  not  li£d>le  for 
the  indebtedness  desires  to  continue  with 
the  farming  or  other  operations  and  the 
loan,  the  State  Director  may  approve  the 


transfer  of  chattel  or  real  estate  secu¬ 
rity  or  both  to  the  individual  and  the  as¬ 
sumption  of  the  debt  secured  by  such 
property  without  regard  to  whether  the 
transferee  is  eligible  fm*  the  type  of  loan 
being  assumed,  subject  to  the  following 
cmidltions: 

(I)  The  transferee  whll  continue  the 
fanning  or  other  operations  for  the  bene¬ 
fit  of  all  or  a  part  of  the  deceased  bor¬ 
rower’s  family,  who  were  directly  de¬ 
pendent  on  the  borrower  for  their  sup¬ 
port  at  the  time  of  death. 

(II)  The  amount  to  be  assumed  and 
the  r^ayment  rates  and  terms  will  be 
the  same  as  provided  in  i  1930.34(a) . 

(ill)  The  State  Director  determines 
that  the  cmitinuation  will  not  adversely 
affect  repayment  of  the  loan. 

(3)  Considerations  in  continuing  with 
joint  debtors  and  transferees.  In  deter¬ 
mining  whether  to  cimtlnue  with  indi¬ 
viduals.  whether  they  are  already  liable 
or  assume  the  indebtedness,  all  pertinent 
facUm  will  be  consider^  including 
whether: 

(1)  Probate  or  administration  proceed¬ 
ings  have  been  or  wrill  be  started  and, 
with  OGC’s  advice,  whether  the  filing  of 
a  claim  m  the  debt  owed  to  FmHA  in 
such  proceedings  is  necessary  to  protect 
FmHA’s  interests. 

(ii)  Arrangements  can  be  made  with 
the  heirs,  creditors,  executors,  adminis¬ 
trators.  and  other  Interested  parties  to 
transfer  title  to  the  security  property  to 
the  continuing  individual  and  to  avoid 
liquidating  the  assets  so  that  the  indi¬ 
vidual  can  continue  with  the  loan  on  a 
feasible  basis. 

(4)  Vesting  title  in  joint  debtors  or 
transferees.  If  continuatimi  is  approved, 
all  reasonable  and  practical  stei^,  short 
of  foreclosure  or  other  litigation,  will  be 
taken  to  vest  title  to  the  security  prop¬ 
erty  in  the  joint  debtor  or  transferee. 

(5)  Release  from  liability.  The  de¬ 
ceased  borrower’s  estate  may  be  released 
from  liability  for  the  FYnHA  indebted¬ 
ness  if  title  to  the  security  property  is 
vested  in  the  joint  debtor  or  transferee, 
and: 

(i)  The  full  amount  of  the  debt  is  as¬ 
sumed,  or 

(li)  If  <UQly  a  portion  of  the  debt  is 
assumed,  the  amount  stssumed  equals  the 
amount  as  determined  by  OGC  which 
could  be  collected  from  the  assets  ot  the 
estate  of  the  deceased  borrower,  includ¬ 
ing  the  value  of  any  security  or  EG  prop¬ 
erty,  and  the  County  Committee  recom¬ 
mends  release  of  liability. 

(h)  Special  servicing  of  deceased  EO 
borrower  cases.  It  the  EO  loan  is  secured 
all  paragraphs  in  this  section  will  be 
fcrflowed.  It  the  EO  loan  is  unsecured, 
paragr{U}hs  (a),  (b),  (c).  (d),  and  (e) 
of  this  section  will  be  followed  along 
with  the  following  requironents: 

(1)  An  individual  who  is  liable  for  the 
Indebtedness  of  the  deceased  borrower 
and  wishes  to  continue  witli  the  EO  debt 
and  the  EO  property,  may  do  so  in  ac¬ 
cordance  with  paragraph  (g)(1)  of  this 
sectimi. 

(2)  A  surviving  member  of  the  de¬ 
ceased  borrower’s  family,  a  joint  oper¬ 
ator  with  the  deceased  borrower,  or  a  rel¬ 
ative  or  other  individual  who  is  not  liable 
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for  the  EO  debt  who  desires  to  continue 
with  the  fanning  w  other  operation,  may 
do  80  in  accordance  with  paragraph  (g) 
(2)  of  this  section.  This  individual  must 
execute  a  loan  agreement  in  addition  to 
the  assumption  agreement,  and  secure 
the  EO  debt  with  a  lien  on  the  remaining 
EO  property  when  title  to  the  property  is 
vest^  in  the  individual  and  the  County 
Supervisor  determines  that  security  is 
necessary  to  protect  the  interests  of  the 
deceased  borrower’s  family  or  FmHA. 

(3)  If  no  individual  listed  in  para¬ 
graphs  (h)  (-1)  and  (2)  of  this  section 
wishes  to  cemtinue.  but  a  member  of  the 
borrower’s  family  turns  over  to  FmHA 
the  EO  property  in  which  the  estate  has 
an  equity  and  which  is  not  essential  for 
minimum  family  living  needs,  the  County 
Supervisor  will  take  possession  of  EO 
property  and  sell  it  in  accordance  with 
S  1930.42.  If  this  cannot  be  done,  or  if 
real  property  is  involved,  the  case  will  be 
referred  to  OQC.  If  the  property  is  sold, 
notice  will  be  delivered  to  any  of  the  bor¬ 
rower’s  heirs  who  are  in  possession  of  the 
property  and  to  any  administrator  or  ex¬ 
ecutor  of  the  borrower’s  estate. 

f  1930.47  Banknipiry  and  imolvenry. 

'  If  a  borrower  becomes  a  debtor  in  pro¬ 
ceedings  under  any  State  or  Federal 
bankruptcy  or  State  Insolvency  law,  the 
County  Supervisor  will  promptly  report 
the  facts  and  forward  the  borrower’s 
case  file  and  other  pertinent  information 
ami  documents  to  the  State  Director  for 
appropriate  handling.  The  County  Su¬ 
pervisor  will  keep  the  State  Director  in¬ 
formed  of  further  developments,  but  will 
take  no  other  actiem  unless  directed  by 
the  State  Directo;*  or  OOC.  Under  the 
Federal  Bankruptcy  law,  after  payment 
of  fees  and  costs,  unsecured  FmHA 
fif>d  the  amount  of  any  claim  in 
excess  of  any  security  with  interest  to 
the  date  of  filing  the  petition  in  bank¬ 
ruptcy.  are  entitled  to  priority  of  pay¬ 
ment  over  unsecured  claims  of  other 
creditors.  On  receipt  of  the  file  and  re¬ 
lated  material,  the  State  Director  will 
determine  whether  the  case  is  a  ’’no  as¬ 
set”  or  ’’asset”  case  or.  if  vmcertain,  ob¬ 
tain  OQC’s  adlce.  A  “no  asset”  case  is 
one  in  which  FmHA  has  no  security  for 
the  debt  and  the  debtor  has  no  other  as¬ 
sets  from  which  FmHA  could  make  a 
substantial  collection,  cemsidering  its 
priority  rights.  An  “asset”  case  is  one  in 
which  FmHA  has  security  or  the  debtor 
has  other  assets,  or  both,  from  which 
FmHA  could  make  a  substantial  coUec- 
tiiOfi,  considering  its  priority  rights. 

ia>  No  asset  cases.  The  State  Director 
will  return  the  file  and  related  material 
to  the  County  Office  with  a  memorandum 
indicating  his  determlnati<m  and  advis¬ 
ing  that  a  proof  ot  claim  will  not  be  filed 
unless  the  County  Sup^vlsor  learns  that 
the  debtor  has  assets  not  previously 
known  to  exist.  If  assets  are  found  be¬ 
fore  the  time  for  filing  claims  has  ex¬ 
pired  (within  6  months  from  the  first 
date  set  for  the  first  meeting  of  credi¬ 
tors)  .  the  County  Bupervlsor  will  resub¬ 
mit  the  case  to  the  State  IMrector. 

(b)  Asset  eases. — (1>  mpMatkm 
withomt  jUtinf  proof  of  claim.  (1)  *If  the 
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value  of  FmHA'k  security  is  not  more 
than  the  amount  of  Its  secured  debt  and 
the  borrower  has  no  other  assets  from 
which  FmHA  can  substantially  collect 
considering  its  priority  right,  the  secu¬ 
rity  property  may  be  liquidated  by  fore¬ 
closure  sale  in  the  usual  manner  without 
preparing  proof  of  claim  if  the  referee  in 
bankruptcy  has  no  objection  to  foreclo¬ 
sure  by  FmHA. 

(11)  It  FhaHA  has  no  security  or  has 
security  from  which  full  coUectiem  can¬ 
not  be  expected,  but  the  borrower  has 
other  assets  from  which  FmHA  can  make 
a  substantial  collection  considering  its 
priority  rights,  any  security  property 
may  liquidated  by  foreclosiue  sale 
under  the  same  conditions  as  set  forth 
in  subparagraph  (b)  (1)  (1)  of  this  section 
if  the  sale  is  held  in  time  to  file  a  proof 
of  claim  for  the  deficiency. 

(2)  filiTiff  vroof  of  claim.  A  proof  of 
claim  on  an  insured  loan  will  not  be  ex¬ 
ecuted  or  filed  and  foreclosure  proceed¬ 
ings  will  not  be  started  unless  the  note 
is  held  by  FmHA  or  has  been  assigned 
to  it. 

(i)  ’The  State  Director  will  execute 
Form  FtaHA  455-18,  ”Proof  of  Claim  of 
the  United  States  of  America  Entitled 
to  Priority  of  Payment,”  or  other  form 
approved  by  (XK)  covering  all  indebted¬ 
ness  to  FmHA,  except  any  judgments 
obtained  by  a  United  l^tes  Attorney  and 
said  it  to  OGC  with  attachments  that 
are  required  by  a  State  supplement.  OGC 
will  refer  the  claim  and  any  necessary 
petition  for  abandonment  of  security 
prcgicrty  to  the  United  States  Attorney  or 
to  the  Department  of  Justice,  as  appro¬ 
priate,  for  handling. 

(11)  If  the  County  Supervisor  or  the. 
State  Director  know  that  a  judgment  has 
been ’obtained  by  a  United  States  Attor¬ 
ney,  even  thou^  charged  off.  the  State 
Director  wffl  notify  OGC.  OGC  will  In¬ 
form  the  United  States  Attorney  so  that 
he  may  prepare  and  file  a  proof  of  claim 
on  the  other  acticm  on  the  Judgment. 

(ill)  The  State  Director,  on  (XKJ’s  ad¬ 
vice.  will  Instruct  the  County  Supervisor 
about  actions  to  take  with  respect  to 
meetings  of  creditors. 

(3)  Security  released  to  FmHA.  Ordi¬ 
narily,  when  the  value  of  security  is  not 
more  than  the  amount  of  FmHA  llois 
and  any  mrlor  liens  against  it  plus  any 
homestead  or  other  exemptions  that  ap¬ 
ply  to  it  as  specified  in  a  State  suM>le- 
ment  or  as  determined  by  OGC,  an  effort 
will  be  made  to  get  the  security  released 
to  FmHA.  A  petition  for  abandonment 
may  be  refenied  by  OQC  to  the  United 
States  Attorney  or  to  the  Department  of 
Justice,  as  appropriate,  for  filing  m  any 
such  case,  with  or  without  filing  a  proof 
of  claim,  as  determined  by  CX3C.  When 
ttM  referee  orders  security  released  to 
FtaHA.  it  will  be  liquidated  unless  the 
State  Director  iq>proves  continuation 
with  the  borrowar. 

(i)  Liquidation.  When  security  prop¬ 
erty  is  liquidated,  the  proceeds,  after 
payment  of  costs,  will  be  applied  first  to 
the  interest  accrued  to  the  date  of  filing 
the  petition  in  bankruptcy  and  thoi  to 
the  pvlnelpal  of  the  debt.  Additional  pro¬ 
ceeds  will  be  aiHAied  to  the  interest  ac- 
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crued  from  the  date  of  filing  the  peti¬ 
tion  in  bankruptcy  to  the  date  of  pay¬ 
ment.  When  ttM  payments  are  sent  to 
the  Finance  Office,  the  Coun^  Super- 
vteor  wlD  give  the  date  ot  filing  the  pe¬ 
tition  in  bankruptcy. 

(11)  Continuation  with  borrower.  It 
the  State  Director  approves  continuing 
the  loan  and  the  borrower  is  keeping  the 
security,  the  borrower  must  execute: 

(A)  Form  FhnHA  460-10,  “New  Prom¬ 
ise  to  Pay.”  promising  to  pay  all  indebt¬ 
edness  to  FtnHA  which  k  secured  by  the 
pn^ierty  released  to  FmHA  in  accord¬ 
ance  with  the  existing  instrument(8) 
evidencing  such  indebtedness;  and 

(B)  Any  security  or  other  instnunents 
required  by  CX3C.  The  new  promise  and 
other  required  instruments  will  be  ex¬ 
ecuted  promptly  after  release  oi  the  se¬ 
curity  to  FmHA  and  the  borrower's 
adjudication  in  bankruptcy  unless,  imder 
State  law,  the  new  promise  to  be  effective 
must  be  made  after  discharge  in  bank¬ 
ruptcy. 

(c)  Other  parties  liable.  When  a  joint 
obligor  has  been  discharged  in  bank- 
niptcy  and  conttnuatian  has  been  dis¬ 
approved,  but  otho-  parties  remain  liable, 
the  County  SupervlsOT  win  notify  the  Fi¬ 
nance  Office  which  parties  remain  liable 
and  the  address  to  mail  the  statement  of 
account  by  using  Form  FmHA  450-10. 

§  1930.48  .S«toff». 

Generally,  FmHA  will  request  setoffs 
only  when  aU  security  has  been  liqui¬ 
dated.  when  ordinary  c<^lecti<m  efforts, 
including  a.ssignment8,  have  not  been  ef¬ 
fective  and,  if  the  borrower  has  cocgier- 
ated  with  FmHA  in  the  servicing  (rf  the 
loan,  the  setoff  would  not  cause  undue 
hardship  on  the  borrower  and  the  bor¬ 
rower’s  family.  The  filing  of  a  setoff  re¬ 
quest  will  not  decrease  other  collection 
effwts.  Debts  of  nominal  amounts  and 
ddats  discharged  in  bankruptcy,  will  not 
be  collected  by  setoff  Under  this  Sub¬ 
part.  Cases  will  not  be  referred  for  civil 
actiem  unto  after  any  possible  setoff  ac¬ 
tions  are  taken.  However,  there  may 
situations  in  which  funds  become  avail¬ 
able  against  which  setoffs  might  be  pos¬ 
sible  after  referring  the  case  for  court 
action.  Setoffs  will  not  be  requested  in 
cases  referred  to  the  United  States  At¬ 
torney  for  collection  or  on  which  he  has 
obtained  a  Judgment  without  prior  ap¬ 
proval  ot  the  United  States  Attorney. 

( a)  ASCS  setoff.  The  Secretary’s  Order 
on  setoffs  authorizes  the  ec^ectlmi  of 
debts  owed  to  FmHA  by  sett^  against 
amounts  approved  for  payment  to  the 
debtor  by  ASCS  committees. 

(I)  County  Office  actions,  (i)  PmHA’s 
County  Office  staff  may  ask  the  ASCS 
County  Office  staff  whether  the  debtor 
has  shown  an  intention,  with  respect  to 
a  particular  crop  year,  to  participate  in 
one  or  more  of  the  programs  admin¬ 
istered  by  ABCS  under  which  funds  might 
be  available  for  setoff. 

(II)  The  County  Supervisor  will  for¬ 
ward  recommen<kUloti8  for  such  setoffs 
to  the  State  Director,  including  informa¬ 
tion  about  efforts  to  coUeet  by  other 
means  and  any  other  pertinent  infemna- 

tjnn, 
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(ill)  If,  after  a  reoammendation  for  a 
setoff  has  been  made  the  borrower  pays 
the  Indebtedness  to  F^mELA,  moves  to  a 
new  locaticm  or  the  borrower's  circum¬ 
stances  change  so  as  to  affect  the  setoff, 
such  Information  will  be  sent  to  the  State 
Director. 

(2)  State  Office  actions.  The  State  Di¬ 
rector  will  consider  recommendatimis  for 
setoffs  to  determine  if  the  setoff  is  Justi¬ 
fied  and  if  it  accords  with  this  Subpart. 

(i)  'Die  State  Director  will  prepare  re¬ 
quests  for  setoffs  in  memorandum  form. 
The  original  and  a  signed  copy  of  the  re¬ 
quest  will  be  submitted  to  the  ASCS  State 
Office  and  a  coi>y  forwarded  to  the 
County  Supervisor  for  the  borrower’s 
case  file.  The  request  will  contain  the 
following  information. 

(A)  Pull  name,  address,  and  FmHA 
case  niunber  of  the  debtor. 

(B)  County  and  State  imder  which  the 
amount  of  the  indebtedness  should  be 
set  up  on  the  debt  register. 

(C)  Principal  amoimt  of  the  indebted¬ 
ness,  the  acci’ued  interest,  the  date 
through  which  interest  was  computed, 
and  the  daily  interest  factor  to  be  ap¬ 
plied  afterwards. 

(D)  Address  of  the  PmHA  County 
Office  for  delivery  of  check. 

(E)  Identification  of  any  court  judg¬ 
ment. 

(F)  The  following  certification : 

The  undersigned  hereby  certifies  th&t  the 

above-described  indebtodaeae  of - 

to  the  United  States  (Farmers  Home  Admin¬ 
istration)  Is  subject  to  setoff  under  the 
Secretary’s  Order. 


(Date) 


(Signature  of  Authc»’lzed 
Representative ) 


ITltle) 

(ii)  The  State  Director  may  withdraw 
a  request  for  setoff  by  notifying  the 
ASCS  State  Office  at  any  time  before 
processing  a  setoff  voucher  and  sending 
a  copy  of  the  request  for  withdrawal  to 
the  Coimty  Sup^risor.  However,  setoffs 
may  be  withdrawn  only  if  the  borrower 
pays  the  indebtedness  fuUy  or  substan¬ 
tially,  or  the  debt  is  settled,  or  future 
collections  can  be  made  by  other  meth¬ 
ods. 

(ill)  If  the  account  of  the  borrower  for 
whom  a  request  for  setoff  has  been  sub¬ 
mitted  is  transferred  to  another  FmHA 
Coimty  Office  jurisdiction,  either  within 
or  outside  the  State,  the  State  Director 
will  notify  the  ASCS  State  Office  of  the 
address  of  that  PmHA  County  Office  in 
order  that  any  payments  may  be  sent 
there. 

(3)  Check  delivery.  Setoffs  will  be  made 
by  checks  or  sight  drafts  payable  to 
FmHA  and  delivered  to  the  County  Su¬ 
pervisor.  If  the  claim  has  been  forwarded 
to  OQC,  the  remittance  will  be  sent  to 
OOC.  OQC  instructions  as  to  application 
will  be  followed. 

(4)  Deletion  from  d^t  registers,  (l) 
‘The  names  of  FtnHA  borrowers  for  whom 
requests  for  setoffs  have  been  submitted 


and  who  have  quit  farming,  or  cannot  be 
located  in  the  counties  fw  ahlch  the 
debts  were  reported.  wUl  be  ddeted  by 
the  ASCS  County  Office  from  their  debt 
registers  without  a  request  from  FmHA. 
Notices  of  such  d^eUons  will  be  fur¬ 
nished  to  the  FteHA  State  Office  origi¬ 
nating  the  setoff  request. 

(il)  On  receipt  of  notice,  the  State 
Director  will  Inform  the  appropriate 
FmHA  County  Office  of  the  deleticms. 

(ill)  If  the  borrowers  whose  names 
have  been  deleted  resume  farming  oper¬ 
ations  or  can  be  located,  the  County 
Supervisor  may  submit  to  the  State 
Director  a  recommendation  for  a  new 
request  for  setoff. 

(b)  Federal  employee  setoff.  Salary 
and  lump  sum  payments  due  borrowers 
on  separation  or  retirement  from  Fed¬ 
eral  Government  employment  may  be 
set  off  against  debts  owed  to  PmHA.  Any 
sum  a  borrower  has  in  the  Civil  Service 
Commission  retirement  fund  also  may  be 
setoff. 

(1)  County  Office  actions.  U  efforts  to 
collect  the  debt  from  current  Income 
from  Federal  empl03rment  fall,  the 
County  Supervisor  will  submit  the  case 
to  the  State  Director  with  Information 
necessary  to  report  the  case  to  the  Na¬ 
tional  Office. 

(2)  State  Office  actions.  If  the  facts 
justify  a  setoff  against  the  borrower’s 
salary  and  lump  sum  payments  or  Civil 
Service  retirement  the  State  Director  will 
submit  the  case  to  the  National  Office, 
including: 

(i)  Full  name,  address,  and  FmHA 
case  number  of  the  borrower  and  if  the 
borrower  is  a  member  of  the  military 
establishment  or  Coast  Guard,  title  and 
serial  nmnber. 

(ii)  Date  of  birth  of  borrower  . 

(iii)  Name  and  address  of  the  employ¬ 
ing  agency,  military  establishment,  or 
Coast  OuariL 

(iv)  AiHiroximate  income  of  borrower 
and  spouse. 

(V)  Financial  circumstances  of  the 
borrower  documented  on  Form  FmHA 
456-1,  “AiHffication  for  Settlement  of 
Indebtedness.” 

(Vi)  Number  of  dependents. 

(vii)  Information  about  FmHA  efforts 
to  collect. 

(viii)  Statement  of  account. 

(ix)  Identification  of  any  court  judg¬ 
ment. 

(x)  A  recommendation  if  the  bor¬ 
rower  is  retired,  based  on  financial  cir¬ 
cumstances,  as  to  whether  all  or  part  of 
the  monthly  annuity  check  should  be  set 
off. 

§  1930.49  Civil  and  criminal  cases. 

All  cases  in  which  court  actions  to 
effect  cc^ection  or  to  enforce  FmHA 
rights  are  recommended,  as  well  as 
actions  relating  to  apparent  violations 
of  Federal  criminal  statutes,  will  be 
handled  in  accordance  with  this  section. 

(a)  CTiuU  action.  Court  action  or  other 
judicial  process  will  be  recommoided  to 
OQC  when  all  other  reasonable  and 
imper  efforts  and  methods  to  obtain 
payment,  to  remove  other  defaults,  and 
to  protect  FmHA’s  Interests  have  been 


exhausted.  However,  if  an  emergency 
situation  exists  or  criminal  action  is  to  be 
recommended,  the  case  will  be  sub¬ 
mitted  to  OQC  without  taking  the  ac¬ 
tions  necessary  to  report  the  informa¬ 
tion  required  by  Part  n  of  Form  FmHA 
455-22,  “Information  for  Litigation.” 
This  is  because  delay  in  submitting  cases 
in  emergency  situations  may  affect  the 
financial  interests  of  FmHA  and  making 
collectkm  efforts  may  affect  the  recom¬ 
mended  criminal  action. 

(1)  Civil  action  will  be  recommended 
when  one  or  more  of  the  following  condi- 
tlcms  exist: 

(1)  ’There  is  a  need  to  repossess  se¬ 
curity  or  EO  property,  or  to  foreclose  a 
lien,  and  such  actkm  cannot  be  accom¬ 
plished  by  other  means  authorized  in  this 
Subpart. 

(il)  'Ihere  is  a  need  for  filing  claims 
against  third  parties  arising  out  of  con¬ 
version  of  other  actioA. 

(iii)  ’Ihe  borrower  fails  to  make  pay¬ 
ments  due  cm  his  debts  in  accordance 
with  his  reasonable  ability  to  pay  and 
has  assets  or  income  from  which  collec- 
ticm  can  be  made. 

(iv)  ’Ihe  borrower  has  progressed  to 
the  point  that  he  is  able  to  obtain  credit 
from  other  sources,  has  agreed  in  hla 
note  or  other  instrument  to  do  so,  but 
refuses  to  comply  with  that  agreement. 

(V)  FmHA  or  its  security  property  be¬ 
comes  involved  in  court  action  through 
foreclosure  by  a  third-party  lienhcdder 
or  through  some  other  action. 

(vl)  Other  cmidltlons  exist  which  in¬ 
dicate  that  court  action  may  be  neces¬ 
sary  to  protect  FtaHA’s  interests. 

(2)  Debts  of  less  than  $400  principal 
will  not  be  referred  to  OQC  for  court  ac¬ 
tion  unless: 

(I)  A  statement  of  facts  is  submitted 
as  to  the  exact  maimer  in  which  the  in¬ 
terest  of  FmHA,  other  than  recovery  of 
the  amount  involved,  would  be  adversely 
affected  if  suit  were  not  filed;  and 

(ii)  Collection  of  a  substantial  part  of 
the  claim  can  be  made  from  assets  and 
income  that  are  not  exempt  under  State 
or  Federal  law.  A  State  supplement  will 
be  Issued  to  set  forth  such  exemptions  or 
a  summary  of  those  exemptions  with  re¬ 
spect  to  property  to  which  FmHA 
normally  would  look  for  payment  such  as 
real  estate,  livestock,  equipment  and  in¬ 
come. 

(3)  If  criminal  action  will  not  be  rec¬ 
ommended  before  civil  action  is  recom¬ 
mended.  the  following  actions  will  be 
taken  or  determinations  made: 

(i)  It  must  be  determined  on  the  basis 
of  reasonably  current  credit  data  that 
there  is  a  reasonable  prospect  of  cc^ec- 
tion  now  or  in  the  near  future  of  all  the 
debt  or  a  substantial  amount  on  the  debt 
fn»n  assets  and  incmne  that  are  not  ex¬ 
empt  under  State  or  Federal  law. 

(II)  The  debtor  must  be  contacted 
personally  and  requested  to  pay  the  debt 
in  full,  u^ess  one  mr.more  such  contacts 
have  be^  made  recently  without  suc¬ 
cess,  or  such  contact  is  not  feasible  con¬ 
sidering  the  distance  of  the  debtor  from 
the  County  Office  or  other  relevant  fac¬ 
tors. 

(ill)  Form  FmHA  455-21,  “Notice  of 
Accderation  and  Demand  for  Payment,” 
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will  be  used  to  accelerate  the  borrower’s 
IndebtediieBs,  give  him  at  least  15  days 
but  not  more  than  80  days  within  which 
to  make  payment,  and  Inform  him  of  the 
consequences  of  his  failure  to  make  pay¬ 
ment  as  demanded.  However,  this  form 
will  not  be  sent  to  the  borrower  unless 
the  facts  are  first  reviewed  thoroughly 
with  the  District  Director  and  he  is  of 
the  opinion  that  It  would  be  appropriate 
to  refer  the  case  to  the  United  States 
Attorney  if  the  borrower  does  not  com¬ 
ply  with  the  demand. 

(iv)  It  must  be  determined  that  col¬ 
lection  cannot  be  made  by  ASC8  setoff  in 
acc(»^ance  with  the  provisions  of 
i  1930.48(a) ,  or  by  setoff  or  other  agree¬ 
ment  if  the  ddstor  is  employed  by  an¬ 
other  Federal  agency  or  has  a  Judgment 
against  the  United  States. 

(▼>  The  emrent  address  of  the  debtor 
will  be  determined  or  efforts  will  be  made 
to  locate  him  in  accordance  with 
1  1864.5(b)  of  this  Chapter  (FtoHA)  In¬ 
struction  456.1  paragraih  VB). 

(Ti)  If  the  debtor  advises  that  he  h 
unable  to  pay  the  claim  in  full  and  if 
the  County  Supervisor  beUeves  that  this 
may  be  the  situation  and  that  there  has 
been  no  fraud  or  misrepresentation  in 
the  case,  he  will  suggest  that  the  debtor 
submit  promptly  an  application  for  com¬ 
promise  or  adjustment  on  Form  RnHA 
456-1,  in  order  that  K  may  be  considered 
and  the  debt  disposed  of  by  such  debt 
settlement,  if  possible. 

(4)  When  a  borrower  has  not  pr(H)erly 
accounted  for  the  proceeds  of  the  sale 
of  security  iMXjperty,  It  is  the  goieral 
policy  to  look  first  to  him  for  restitu¬ 
tion  rather  than  to  ttdrd-party  pur¬ 
chasers.  In  line  with  this  poUcy  the  re¬ 
maining  chattd  security  prtverty  on 
which  FmHA  holds  a  first  Hen  usually 
will  be  liquidated  before  demand  is  made 
or  ctvU  action  taken  to  recover  from 
third-party  purchasers. 

(1)  In  those  cases  In  which  the  District 
Director  determines  that  full  collection 
cannot  be  made  from  the  borrower  and 
that  it  will  be  necemary  to  collect  the 
full  value  of  the  seciu-ity  prt^rty  pur¬ 
chased  by  a  converter,  a  demand  (refer 
to  Guide  Letter  1930-A-l  available  in  all 
PmHA  County  Offices)  will  be  sent  to 
the  converter  at  the  same  time  that 
Form  PtnHA  455-21  is  sent  to  the  bor¬ 
rower. 

(ii)  In  all  other  cases  in  which  the 
District  Director  determines  that  action 
likely  wlU  have  to  be  taken  to  collect 
from  third-party  purchasers,  the  County 
Supervisor  will  notify  such  purchasers 
by  letter  (refer  to  Guide  Lett^  1930-A2 
available  In  an  RnHA  County  Offices) 
that  RnHA  security  property  has  been 
purchased  by  them  and  that  they  may 
be  called  upon  to  return  the  property 
or  pay  the  value  there<ff  in  the  event  res¬ 
titution  Is  not  made  by  the  borrower.  If 
It  later  becomes  necessary  to  make  de¬ 
mand  on  such  third-party  purchasers, 
FinHA  win  do  so  unless  the  case  already 
has  been  referred  to  OOC  or  the  United 
States  Attotney.  in  which  event  the  de¬ 
mand  will  be  made  by  one  of  those 
offices. 


(Ill)  When  restitution  is  made  by  the 
borrower,  or  a  determination  is  made, 
with  the  advice  of  OGC,  that  the  facts 
in  the  case  do  not  support  the  claim 
against  the  third-party  purchaser,  he 
win  be  informed  by  the  County  Super¬ 
visor  that  FmHA  will  take  no  action 
against  him  (refer  to  Guide  Letter  1930- 
A3  available  in  aU  FmHA  County  Of¬ 
fices)  .  However,  if  (X5C  determines  that 
the  facts  support  the  claim  against  the 
third-party  purchaser  but  it  is  deter¬ 
mined  that  no  substantial  part  of  the 
claim  can  be  coUected  from  him,  he  will 
not  be  notified  of  that  decision  unless  he 
makes  inquiry.  If 'he  makes  such  an  in¬ 
quiry,  he  win  be  advised  that  no  further 
action  is  to  be  taken  on  the  claim  “at 
this  time.” 

(iv)  If  court  action  is  recommended 
against  a  converter,  the  applicable  pro- 
vlsioivs  of  paragrai^  (a)  (2)  and  (a)  (3) 
of  this  section  will  be  followed  with  re¬ 
spect  to  such  converter  the  same  as  with 
respect  to  the  borrower.  In  addition,  im- 
less  personal  contacts  with  the  converter 
or  other  efforts  to  collect  dememstrate 
that  further  demand  would  be  futile,  and 
a  satisfactory  compromise  offer  has  not 
been  recelvei^  a. followup  letter  (refer 
to  Guide  letter  1930-A-4  available  in  all 
FmHA  County  Offices)  will  be  sent  to 
him  by  the  State  Director  as  soon  as 
possible  after  the  16-day  period  set  forth 
in  the  demand  letter  has  expired.  Unless 
response  to  the  State  DirectOT’s  followup 
letter  or  personal  contacts  or  other  ef¬ 
forts  indicate  that  further  demand 
would  be  futile,  an  additional  foUowup 
letter  will  be  sent  to  the  converter  1^ 
OOC  after  the  case  has  been  referred  to 
that  office. 

(V)  The  loan  programs  administered 
by  FteHA  are  autheurized  by  law  of  Con¬ 
gress  to  carry  out  national  purposes  and 
policies  throughout  the  entire  united 
States  and  its  territories  and, possessions. 
Therefore,  the  liability  of  an  auctioneer 
for  conversion  of  personal  iutg)erty 
mortgaged  to  FmHA  shall  be  determined 
and  enforced  in  accordance  with  the  ap- 
plicaUe  Federal  law.  “Auctioneer”  for 
the  purposes  (rf  this  Subpart  includes  a 
commission  merchant,  market  agency, 
factor,  or  agent.  In  all  cases  in  which 
there  has  been  a  disposition  without 
authorization  by  FmHA  of  persmial 
property  mortgaged  to  that  agency,  any 
auctioneer  involved  in  said  disposition 
shall  be  liable  to  the  Government  for 
oonversiMi — ^notwithstanding  any  State 
statute  or  deciskmal  rule  to  the  con¬ 
trary 

(b)  Criminal  action.  When  factual  in¬ 
formation  has  been  obtained  indicating 
that  criminal  vic^tions  may  have  been 
committed  and  the  violaticms  are  of  such 
a  nature  that  criminal  aetkm  will  be  rec¬ 
ommended.  the  facts  will  be  immediate¬ 
ly  reported  to  OGC  without  taking  col¬ 
lection  actions  necessary  to  report  the 
information  required  by  Part  n  of  Form 
FmHA  455-22.  In  all  other  cases  in  which 
it  appears  that  criminal  violations  may 
have  been  committed,  but  in  which  crim¬ 
inal  aetkm  will  not  be  recommended,  the 
factual  situation  will  be  reported  to  OGC 


as  soon  as  collection  action  has  been 
comi^eted  in  accordance  with  para¬ 
graphs  (a)  (3)  and  (a)  (4)  of  this  section. 
Cases  in  which  there  are  minor  devia¬ 
tions  as  referred  to  in  il930.4H)(7) 
need  not  be  reported. 

(c)  Handling  cMl  and  criminal  cases. 
All  cases  in  v^ich  court  actions  to  effect 
ccdlectkm  or  to  enforce  the  rights  of 
FmHA  are  recommended,  as  well  as  ac- 
iiems  relating  to  apparent  violations  of 
Federal  criminals  statutes,  will  be  for¬ 
warded  to  OGC  for  submission  to  the 
appropriate  United  States  Attorney. 

(1)  County  Office  actions.  Forms 
PmHA  455-1,  “Request  tor  Legal  Ac¬ 
tion,”  and  FmHA  455-22  will  be  pre¬ 
pared.  Form  PmHA  455-2,  “Evidence  of 
Conversion.”  will  be  prepared  for  each 
conversiem.  The  original  and  two  copies 
of  Forms  PmHA  455-1,  PmHA  455-22 
and,  where  iu>plicable.  Form  FmHA  455- 
2,  bother  with  the  borrower’s  case  file, 
will  be  submitted  to  the  State  Office. 
Signed  statements  should  be  obtained, 
if  possible,  from  the  borrower,  any  third 
party  purchasers  or  others  to  support 
the  informatkm  contained  on  Forms 
FmHA  455-1.  Appropriate  recommenda¬ 
tions  win  be  made  on  Forms  FmHA  455- 
1  and  FmHA  456-22  against  the  borrow¬ 
er  or  others.  When  a  case  is  referred  to 
the  State  Office,  the  County  Supervisor 
will  keep  that  c^ce  informed  of  any  fu¬ 
ture  devekgxnoits  in  the  case. 

(2)  State  Office  actions,  (i)  Upon  re¬ 
ceipt  of  Form  PtaHA  455-1  and.  when 
appUcaUe,  Fonn  RnHA  455-2,  the  State 
Director  will  analyze  each  case  to  deter- 
mtaie  whether  all  necessary  facts  have 
been  established  and,  if  not.  whether  ap- 
pnHTTiate  efforts  have  been  made  to  es¬ 
tablish  them.  If  the  analysis  discloses 
that  such  efforts  have  not  beenmade, 
the  State  Director  wiD  return  the  oise  to 
the  county  Sapervistv'  with  approiMlate 
instructioiis.  When  the  County  Super¬ 
vise.  after  diligent  effort  is  unable  to 
obtato  the  facts,  the  State  Director  will 
refer  the  case  to  the  Regional  Director, 
Office  of  Investigation  (ROD  when  re¬ 
quired  unde  the  proviskms  of  FmHA  In¬ 
struction  201 2-B. 

(li)  After  all  of  the  pertinent  informa¬ 
tion  available  has  been  obtained,  the 
State  Directwr  will  refter  the  case  to  OGC 
if  referral  Is  required  unde  the  policy 
expressed  in  this  section.  If  such  referral 
is  not  required,  the  State  Director  will 
set  forth  'in  Item  19  of  Form  PmHA  455-1 
the  basis  for  his  determination  not  to 
refer  the  case  as  wen  as  his  instructions 
for  foUowup  servicing  action.  Cases 
which  have  been  investigated  by  the 
Office  of  Investigation  (OI)  will  be  re¬ 
ferred  to  OGC  in  accordance  with  the 
provisions  of  FmHA  Instruction  2012-B. 
Demands  on  third-party  purchasers  will 
be  made  in  accordance  with  paragraph 
(a)(4)  (A  this  section.  In  cases  referred 
to  OOC,  the  State  Director  will  make  his 
comments  and  recommendations  regard¬ 
ing  the  civil  and  criminal  aspects  of  the 
case  on  Form  PmHA  445-1.  With  respect 
to  the  criminal  a^;)ects  of  the  case,  the 
State  Director,  in  making  his  recom- 
mendatiems.  will  take  into  consideration 
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the  nature  and  gravity  of  the  offense,  the 
restitution  made  or  undertakoi,  and  (dl 
other  extenuating  circumstances. 

(A)  In  all  cases  which  are  referred  to 
OOC  the  County  Office  case  file.  Form 
PmHA  455-1,  and  whm  appr(H>rlate, 
Form  FmHA  455-2  will  be  transmitted. 
In  additi(m,  those  cases  in  which  the 
institution  of  court  proceedings  by 
FmHA  is  recommended,  the  notes,  fi¬ 
nancing  statements,  security  agreements, 
other  security  instnunents,  loan  agree¬ 
ments,  and  other  legal  instruments  and 
copies  thereof  as  required  by  OOC.  and 
Form  FmHA  451-11,  “Statement  of  Ac- 
coimt,”  or  Form  FmHA  451-25,  “Status 
of  Account,”  and  Form  FmHA  455-22 
will  be  submitted  to  OGC.  Ihe  State  Di- 
recUH*.  with  the  advice  of  OOC,  will  de¬ 
termine  the  number  of  copies  of  such  in¬ 
struments  needed  and  the 'information 
required  on  the  certified  statement  Of  ac- 
coimt.  Each  request  for  a  certified  state¬ 
ment  of  account  will  specify  the  type  of 
information  needed. 

(B)  Notes,  statmients  of  account,  files, 
or  other  documents  and  copies  thereof 
ne^ed  in  referring  cases  to  OOC  for 
court  or  other  action  will  be  obtained 
from  the  Finance  Office  or  County  Office 
by  the  State  Director.  When  the  time 
required  for  obtaining  the  above  material 
OT  documents  may  jeopardize  FmHA's 
interest  permitting  the  diversion  or  dis¬ 
sipation  of  assets  which  otherwise  could 
be  expected  as  a  source  of  payment,  the 
Finance  Office,  upon  the  request  of  the 
State  Director,  will  forward  such  mate¬ 
rial  or  documents  directly  to  OOC  or  at 
his  direction  to  the  United  States  At¬ 
torney. 

(d)  Action  on  cases  referred  to  OGC. 
When  a  case  is  refered  to  OOC,  the  State 
Director  will  notify  the  County  Super¬ 
visor  and  the  Finance  Office  of  the  refer¬ 
ral  and  will  return  the  County  Office 
case  file  wh^  it  is  no  longer  needed. 
After  notice  of  the  referral  is  received  by 
the  County  Supervisor  no  (X^ectimi  or 
servicing  actimi  will  be  taken  except 
upon  ^lecific  instrutlcms  from  the  State 
Director  or  OGC.  However,  when  the 
borrower  volimtarily  pr(^x>ses  to  make  a 
payment  on  his  account,  the  County 
Supervisor  will  receive  the  collection  in 
accordance  with  established  procedure 
unless  he  has  received  notice  that  the 
case  has  be^  referred  to  the  United 
States  Attorney.  The  County  Supervisor 
immediately  will  notify  OOC  direct  by 
memorandum,  with  a  copy  sent  to  the 
State  Director,  of  any  such  collections 
received.  The  Coimty  Supervisor  also  will 
notify  the  State  Director  and  OGC  of  any 
developments  vdiidi  may  affect  any  case 
whkh  has  been  referred  to  OOC. 

(e)  Actions  on  cases  referred  to  the. 
United  States  Attorney  and  on  judgment 
cases  (.including  third-party  judgments'* . 
OGC  will  notify  the  State  Director,  the 
Finance  Office,  and  the  County  Super¬ 
visor  when  a  case'  is  referred  to  the 
United  States  Attorney,  or  a  case  is 
otherwise  disposed  of.  When  a  case  is 
referred  to  the  Uhited  States  Attorney 
the  Finance  Office  will  discontinue  mail¬ 
ing  Forms  FmHA  450-1,  “Statement  of 
Account,”  to  such  borrowers.  The  OOC 


will  also  notify  the  State  Director  wh«i 
a  judgment  (including  third-party)  is 
obtained. 

(1)  When  the  County  Supervisor  re¬ 
ceives  notice  from  OOC  that  a  judgment 
(including  third-party)  has  been  ob¬ 
tained.  he  will  notify  the  Finance  Office 
to  establish  a  judgment  account  by  sub¬ 
mitting  Form  FmHA  455-20,  “Notice  of 
Judgment.” 

(2>  After  notice  has  been  received  that 
a  case  has  been  referred  to  the  United 
States  Attorney  or  a  judgment  has  been 
obtained  and  has  not  been  returned  to 
FmHA  by  the  United  States  Attorney,  no 
action  will  be  taken  by  the  County  Super¬ 
visor  except  upon  specific  Instructions 
from  the  State  Director,  OGC,  or  the 
United  States  Attorney.  However,  the 
County  Supervisor  will  keep  the  State 
Director  informed  of  any  developments 
which  may  affect  the  FmHA  security  in¬ 
terest  or  any  t)ending  court  action  to  en¬ 
force  collection.  If  information  is  ob¬ 
tained  indicating  that  such  debtors  have 
assets  or  income  not  previously  reported 
by  the  County  Supervisor  to  the  State 
Director  from  which  collection  of  such 
judgment  accounts  can  be  obtained,  the 
facts  will  be  reported  to  the  State  Direc¬ 
tor.  The  State  Director  immediately  will 
notify  OOC  of  any  developments  which 
might  have  a  bearing  on  cases  referred 
to  the  United  States  Attorney,  including 
such  judgment  cases. 

(1>  If  the  debtor  proposes  to  make  a 
payment,  FmHA  employees  will  not  ac- 
c^t  such  payment,  but  will  offer  to  as¬ 
sist  in  preparing  a  letter  for  the  debtor’s 
signature  to  be  used  in  transmitting  the 
payment  to  the  United  States  Attorney. 
In  such  case,  the  debtor  will  be  advis^ 
to  make  payment  by  check  or  money 
order  payable  to  the  Treasurer  of  the 
United  States. 

(il)  Collection  items  received  through 
the  mail  from  the  debtor  or  from  other 
sources  by  the  Coimty  Office  to  be  applied 
to  such  ac<^unts  will  be  forwarded  by  the 
County  Supervisor  through  OOC  to  the 
appropriate  United  States  Attorney. 
Likewise,  collections  received  by  the  Dis¬ 
trict  Director  or  the  State  Office  will  be 
forwarded  through  OOC  to  the  aiH>ropri- 
ate  United  States  Attorney.  Su<^  items 
will  be  forwarded  in  the  form  received 
except  that  cash  will  be  converted  into 
money  orders  made  payable  to  Uie 
Treasurer  of  the  United  States.  The 
money  order  receipts  will  remain  at¬ 
tached  to  the  money  orders.  Form  FmHA 
451-1  will  not  be  issued  in  any  such 
case.  The  debtor  will  be  informed  in 
writing  by  the  County  Supervisor  of  the 
disposition  of  the  amount  received. 

(3)  When  the  United  StatM  Attorney 
has  returned  a  judgment  case  to  FinHA, 
it  will  be  the  responsibility  of  the  County 
Supervisor  to  service  it  as  follows: 

(i)  In  cases  in  which  the  judgment 
debt<m  has  the  ability  to  make  pericxlic 
payments,  action  will  be  taken  by  the 
County  Supervisor  to  make  arrange¬ 
ments  for  the  judgmmt  debtor  to  do  so. 

(ii)  Any  paymmts  received  from  sudt 
debtor  by  FmHA  win  be  handled  by.  Is¬ 
suing  Form  FmHA  451-1  and  converting 
and  transmitting  such  payments  as  pro¬ 


vided  in  Part  1862  of  this  Chapter 
(FteHA  Instruction  451.2).  The  United 
States  Attorney  will  be  informed  through 
OOC  of  payments  received  only  when 
the  debtor  pays  a  judgment  in  full. 

(ill)  At  the  time  of  the  annual  review 
of  collection-only  or  delinquent  and 
problem  cases,  the  County  Supervisor 
will  determine  whether  such  judgment 
debtors,  whose  judgments  have  not  been 
charged  off  and  who  are  not  making 
regular  and  satisfactory  payments,  have 
assets  or  income  from  which  the  judg¬ 
ment  can  be  collected.  If  such  debtors 
have  either  assets  or  inccxne  from  which 
collectlcMi  can  be  made  and  they  decline 
to  nmke  satisfactory  arrangements  for 
payment,  the  facts  will  be  reported  by 
the  County  Supervisor  to  the  State  Di¬ 
rector.  The  State  Director  will  notify  the 
OOC  in  such  cases  of  developments  when 
it  appears  that  collections  can  be  en¬ 
forced  out  of  income  or  assets. 

(iv)  Such  judgments  will  either  be  re¬ 
newed  or  revived  unless  there  la  a  reason 
to  believe  that  substantial  assets  have  or 
may  become  subject  thereto. 

(V)  Such  judi^ents  may  be  released 
only  by  the  United  States  Attorney  when 
they  are  paid  in  full  or  compnmiised. 

(4)  If  the  debtor  proposes  a  compro¬ 
mise  or  adjustment  offer  to  FmHA  when 
the  case  is  in  the  hands  of  the  OOC 
before  referral  to  the  United  States  At¬ 
torney,  such  proposal  will  be  handled 
in  accordance  with  {  1864.11  of  this 
Chapter  (FmHA  Instruction  456.1,  para¬ 
graph  XI.)  In  all  judgment  cases,  any 
proposed  compromise  or  adjustment  will^ 
be  handled  in  accordance  with  1 1864.12 
of  this  Chapter  (FmHA  Instruction 
456.1,  paragriq>h  Xn.) 

(5)  If  the  debtor  requests  infcMma- 
tion  as  to  the  amount  of  his  indebted¬ 
ness,  such  information,  including  court 
costs,  should  be  obtained  from  the  Fi¬ 
nance  Office  if  the  County  Suporisor 
does  not  have  that  Information.  If  ques¬ 
tions  arise  as  to  the  payment  of  court 
costs,  information  as  to  such  costs  will 
be  obtained  through  the  State  Office 
from  the  OOC. 

§  1930.50  [Reserved] 

Ezbibit  a 

MEMORANDUM  Or  UMDBtSTANDXMG  BETWEEN 

COMMODITY  CREDIT  CORPORATION  AND  FARM¬ 
ERS  HOME  ADMINISTRATION 

It  Is  hereby  agreed  by  and  between  the 
Farmers  Home  Administration  (hereinafter 
referred  to  as  “FHA)  and  the  Commodity 
Credit  Corporation  (hereinafter  referred  to  as 
“COC”)  that  the  loUowlng  procedure  wUl 
be  observed  In  those  oases  where  producers 
seU  to  OCC  or  pledge  to  OOC  as  loan  ooUateral 
imder  the  Price  Siqtport  Program,  agricul¬ 
tural  commodities  such  as,  but  not  limited 
to,  cotton,  tobacco,  peanuts,  rice,  soybeems, 
grains,  on  vdilch  FHA  holds  a  prior  Uen  and 
the  proceeds  from  such  sales  or  loans  are 
not  remitted  to  FHA  for  appUcatlon  against 
the  loan(s)  secured  by  such  Uen: 

1.  When  an  FHA  County  SupM’vlsor  learns 
that  an  FHA  borrower  has  obtained  a  loan 
from  CCC  on  a  commodity  or  sold  a  com¬ 
modity  to  CCC  under  such  glrcumstances,  he 
shall  immediately  notify  his  State  Directs. 
The  State  Director,  immediately  upon  re¬ 
ceipt  of  the  notioe,  shall  furnish  OCC  (^e 
Appendix  1)  with  the  name  and  address  of 
such  borrower,  the  county  of  his  location 
at  the  time  the  commodity  was  placed  imder 
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to«n  or  add,  and  the  amount  of  the  FHA 
k>an  eecured  by  the  lien. 

а.  When  COC  reeeleee  such  a  notice  from 
PHA,  OOC  ehall  take  steps  to  prevent  the 
making  of  any  further  loans  on  or  purchases 
of  the  commodity  of  the  borrower.  U  the  OCC 
loan  Is  still  outstanding  and  OOC  calls  the 
loan.  COC  shall  notify  the  FHA  State  Dlrec- 
Uxr  of  the  demand. 

3.  If  the  COC  loan  Is  repaid,  whether  prior 
to  or  after  the  receipt  by  OCC  of  the  notice 
from  PHA,  the  PHA  State  Director  shaU  be 
notified  Immediately,  at  which  time  COC  will 
have  discharged  Its  responsibility  under  this 
agreement. 

4.  PHA  shall,  In  each  case  in  which  the 
CCC  loan  Is  not  repaid  or  the  commodity  has 
been  sold  to  COC.  endeavor  to  collect  from 
the  borrower  the  amount  due  on  the  PHA 
loan.  Such  collection  efforts  sbal  Ilnclude  the 
making  of  demand  on  the  bmrower  and  the 
following  of  PHA's  normal  administrative 
policies  with  respect  to  the  collection  of 
debts,  but  shall  not  Include  the  making  of 
demand  for  payment  upon  the  area  peanut 
producer  cooperative  maiketlng  associations 
through  which  .CCC  makes  prtce  support 
available  to  producers.  If  collection  efforts 
are  not  successful,  the  PHA  County  Super¬ 
visor  shall  make  a  complete  report  on  the 
matter  to  his  State  Director.  If  the  State 
Director  determines  that  the  amount  due  on 
the  PHA  lien  Is  not  collectable  by  adminis¬ 
trative  action,  he  shall  refer  the  matter  to 
the  i4>proprlate  local  office  of  the  Oeneral 
Counsel,  with  a  full  statement  of  the  facts, 
for  a  determination  of  the  validity  of  the 
PHA  Hen.  If  It  Is  determined  by  the  Oeneral 
Counsel's  Office  that  PHA  holds  a  vaUd  prior 
lien  on  the  commodity,  the  State  Director 
shall  furnish  CCC  with  a  copy  oi  such  de¬ 
termination.  together  with  all  other  perti¬ 
nent  Information,  and  Shall  request  payment 
to  PHA  of  the  leaser  oi  (1)  the  amount  due 
on  Its  loan,  or  (3)  the  value  of  the  com¬ 
modity  at  the  time  CCC  loan  or  purchase  was 
made  (baaed  on  the  market  value  of  the  com¬ 
modity  on  the  local  market  nearest  to  the 
place  where  the  comomdlty  was  stored) .  Ihe 
information  to  be  furnished  CCC  shall  In¬ 
clude  (a)  the  principal  balance  plus  Interest 
dde  PHA  on  the  date  of  the  request,  (b)  the 
amount  due  on  the  PHA  loan  at  the  time  the 
CCC  loan  or  purchase  was  made,  and  (c)  the 
amount  of  the  CCC  loan  or  purchase  pro¬ 
ceeds,  If  any,  applied  by  the  producer  against 
the  PHA  loan.  PHA  shidl  continue  to  make 
collection  efforts  and  shall  notify  CCC  of  any 
amount  coUected  from  the  producer  mr  any 
other  party. 

б.  Upon  receipt  of  evidence.  Including  a 

copy  of  the  determination  of  the  Office  of 
the  General  Counsel,  from  the  Director 

of  PHA  that  the  proceeds  from  the  CCC  loan 
or  purchase  have  not  been  received  by  PHA 
frmn  the  borrower,  and  that  collection  can¬ 
not  be  made  by  FHA,  COO  wUl  if  the  OCC 
loan  has  not  been  rep^d  or  If  CCC  has  pur¬ 
chased  the  commodity,  pay  FHA  the  amount 
specified  In  paragraph  4  shove  or  deliver  the 
commodity  (or  warehouse  receipts  represent¬ 
ing  the  commodity)  to  PHA:  Provided,  That 
If  CCC  has  any  Infmmatlon  Indicating  that 
collection  may  be  made  by  PHA  from  the 
borrower  or  any  other  party.  It  may  notify 
PHA  and  delay  payment  pending  additional 
collection  efforts  by  PHA. 

e.  It  Is  the  desire  of  both  PHA  and  OCC 
that  claims  to  be  processed  under  this  agree¬ 
ment  receive  prmapt  attention  by  both  par¬ 
ties  and  be  dtqKMed  of  as  soon  as  posslUe. 
instructions  for  the  Implementation  of  these 
procedures  at  the  Add  offlce  level  will  be  de- 
vMoped  and  Iwued  by  the  tffashlngton  of¬ 
fices  of  PHA  and  OCC. 


7.  Any  question  with  regard  to  the  han¬ 
dling  of  any  claim  hereunder  shall  be  re¬ 
ported  by  the  appUcable  ABCS  office  to  ASC8 
In  Wadilngton  and  by  the  PHA  State 
Director  to  the  National  Office  of  raA. 

ITUs  Memorandum  of  Understanding  su¬ 
persedes  the  agreement  entered  Into  between 
PmHA  and  CCC  on  November  6,  1961. 

Entered  Into  as  of  this  20th  day  of  May. 
1973 

CoMMoniir  Crkdit  Cospobation. 

Kknneth  E.  PaiCK, 
Executive-Vice  President. 

Parmsbs  Home’  Administbatton, 

Prank  B.  Bujott. 

Acting  Administrator. 

Exhibit  B 

memorandum  or  understanding  and  bi.anket 

COMMODITY  LIEN  WAIVER 

The  Planners  Home  AdmlniatraUon  (PHA) 
sometimes  makes  loans  to  farmers  on  the 
security  of  agricultural  commodlUes  that  are 
eligible  for  price  support  imder  loan  and  pur¬ 
chase  programs  conducted  by  the  Commodity 
Credit  O(»poratlon  (CCC).  raA  and  CCC  de¬ 
sire  that  price  siqiport  be  made  available  to 
fanuen  without  unneceeaarlly  Inqialrlng  or 
undermining  the  respective  security  Interests 
of  raA  and  CCC  In  and  without  undue  In¬ 
convenience  to  producers  and  PHA  and  CCC 
In  securing  Hen  waivers  on  such  commodi- 
ttes. 

Now,  therefore.  It  Is  agreed  as  follows:  (1) 
Upon  request  of  an  official  of  an  ASCS  State 
Office,  the  PHA  State  Director  In  such  State 
Shall  furnish  designated  ASCS  County 
Offices  with  the  names  of  producers  In  the 
trade  area  from  whom  PHA  bolds  currently 
effeottve  Hans  on  oommodlttes  with  respect 
to  which  OCC  conducts  price  support  pro¬ 
grams.  FRA  will  try  to  furnish  a  oomfHete 
and  current  Ust  of  the  names  of  such  pro- 
duoen;  however,  PHA's  Hens  with  reflect 
to  any  commodity  wlU  not  be  affected  by 
mi  error  In  or  omission  from  such  lists. 

(3)  Par  a  loan  disbursed  by  an  ASCS 
County  Office,  OCC  will  Issue  a  draft  in  the 
amoimt  (less  fees  and  charges  due  under 
COC  program  regulations)  of  the  loan  tm, 
or  pimchase  price  of,  the  commodity  payable 
Jointly  to  PHA  and  the  producer  If  (a)  his 
name  la  on  the  list  furnished  by  PHA,  or 
(b)  he  names  PHA  as  Uenh<rtder.  The  draft 
wUl  Indicate  the  commodity  covered  by  the 
loan  or  purchase. 

(3)  On  issuance  of  the  draft,  the  security 
interest  of  FHA  shall  be  suIXMTllnated  to  the 
rights  of  CCC  in  the  commodity  with  re- 
q)ect  to  which  the  loan  or  purchase  Is  made. 
The  word  "subordinated**  means  that.  In  the 
case  of  a  loan,  CCC’s  security  Interest  In  the 
commodity  shall  be  superior  and  prior  In 
right  to  that  of  PHA  and  that,  on  purchase 
of  a  commodity  by  CCC  or  Its  acquisition 
by  CCC  In  satisfaction  of  a  kian,  the  security 
Interest  of  raA  In  such  commodity  shaU 
terminate. 

(4)  Nothing  contained  In  this  Mnnoran- 
dum  of  understanding  shall  be  oonsta-ued  to 
affect  the  rights  and  obligations  of  the 
parties  except  as  epeolflcaUy  provided  herein. 

(6)  This  agreement  may  lie  terminated 
by  elthsr  party  on  80  days*  written  notice  to 
the  other  party. 

Dated:  July  30, 1067. 

H.  D.  Godfrey, 

Executive  Vice  President,  CCC. 

Dated:  July  14,  1067. 

Howaao  Bcrtscb, 
Administrator,  PmHA. 


Appxmdiz  1 

ruRNisHmo  Noncx  oa  niFORiCATioH  to 

COMMODITY  CREDIT  CORPOBaTlON 


Commoditg  Direct  to 

Cotton _ Prairie  Village.  Kansas, 

Tobacco _  ASCS  Commodity  Office. 

Peanuts _ AppUcable  tobacco  aasocla- 

All  other  tlon. 

commodl-  Applicable  peanut  assocla- 
tles.  tlon. 

Applicable  State  ASCS  of- 
Qee. 


SUBCHAPTER  K— PROPERTY  MANAGEMENT 

PART  1955— REAL  ESTATE  AND 
CHATTEL  PROPERTIES 

§  1955.15  [Amended] 

13.  In  Subpart  A.  i  1955.15,  paragraph 
(d)(15)(i),  change  the  reference  from 
“i  1871.35(d)  of  thl6  Chioiter  (FInHA 
Instruction  455.1,  paragraph  XV  D”  to 
“Subpart  A  of  Part  1930  of  this  Chap¬ 
ter.” 

(7  UB.C.  1080;  42  UH.C.  1480;  42  UB.C. 
2042;  6  VS.C.  301;  See.  10  PX.  03-367,  88 
Stat  302;  delegation  of  authority  by  the  Sec. 
of  Agrt..  7  CFH  3.23;  delegation  of  authority 
by  the  Aast.  Sec.  for  Bural  Development,  7 
era  3.70;  delegatlona  ot  authority  by  Dir., 
OBO  30  PR  14764,  S3  PR  0860.) 

Note. — The  Farmers  .Home  Administration 
has  determined  that  this  document  does  not 
contain  a  major  proposal  requiring  prepara¬ 
tion  of  an  Economic  Impact  Statement  un¬ 
der  Executive  Order  11821  and  04fB  Cir¬ 
cular  A-107. 

Dated:  August  2, 1977. 

OoRDON  Cavanaugh, 

Administrator, 

Farmers  Home  Administration. 

IPR  Doc.77-26314  FUed  9-3-77;8:46  am) 


SUBCHAPTER  C— GUARANTEED  LOANS 
SUBCHAPTER  N— OTHER  LOAN  PROGRAMS 
(PmHA  Instruction  449.1  and  1980-B) 

FARMER  PROGRAM  GUARANTEED  LOANS 

AGENCY:  Farmers  Home  Administra¬ 
tion,  USDA. 

ACTION:  Final  rule. 

SUMMARY:  The  Farmers  Home  Ad¬ 
ministration  adds  regulations  as  part  of 
a  general  administrative  restructuring 
of  all  guaranteed  loan  regulations.  This 
addition  is  intended  to  allow  greater  sec¬ 
ondary  market  participation  and  to  re¬ 
designate,  clarify,  consolidate  and  re¬ 
vise  the  regulations  ctmeeming  Farmer 
Program  guaranteed  loans. 

EFFECTIVE  DATE:  September  6. 1977. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Mr.  Denton  E.  Sprague,  202-447-4597. 

SUPPLEMENTARY  INFORMATION: 
On  March  28,  1977,  there  yras  published 
in  the  Fedkral  Registkr  (42  FH  16424- 
16444)  a  notice  of  proposed  rulemaking 
Involving  the  addition  of  Subpart  B, 
**Farm«  Program  Loans”  of  Part  1980, 
Subchapter  N,  Chapter  XVm.  Title  7, 
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Code  of  Federal  Reffulatlons.  This  Sub- 
part  B  (111980.101-1960^)  redesig¬ 
nates,  contNrildates,  and  reeleee  Tarlous 
sections  of  the  regulations  now  con¬ 
tained  in  Subchapter  D.  Parts  1841  and 
1843.  The  following  sections  are  hereby 
deleted  and  resMved  from  Part  1841, 
Title  7,  Code  of  Federal  Regulations: 
SS  1841.1-1841.45;  1841.47-1841.59;  and 
1841.76.  The  following  sections  are  here¬ 
by  deleted  and  reserved  from  Part  1843, 
Title  7,  Code  of  Federal  Regulations: 
SS  1843.1-1843.9;  and  1843.31-1843.92. 
The  loan  servicing  and  llqiildation  pro¬ 
visions  contained  In  Part  1841  and  Part 
1843  are  retained  and  will  remain  in  ef¬ 
fect  in  their  resp>ective  Parts.  Interested 
parties  were  given  the  opportunity  to 
submit  on  or  before  April  27,  1977,  all 
comments,  suggestions,  or  objecticms  re¬ 
garding  the  proposed  addition. 

Comments  have  been  received  and 
considered  and  approiHiate  changes  have 
been  incorporate  The  incorporated 
changes,  plus  the  major  changes  origi¬ 
nally  proposed  are  described  In  four  cat¬ 
egories  as  follows: 

A.  General  Provisions  (§§  1980.101- 
1980.169) : 

1.  All  definitions  not  contained  in  Sub¬ 
part  A  of  Part  1980-A  are  contained  in 
§  1980.107.  Note  new  definition  of  a  fam¬ 
ily  farm  which  removes  the  requirement 
that  the  (^)erator  and  his  family  provide 
a  major  portion  of  the  labcM*. 

2.  Eliminates  authority  to  transfer 
guaranteed  loans  to  in^lgible  appli¬ 
cants. 

3.  Establishes  a  one-time  1  percent 
guarantee  fee. 

4.  Provides  for  the  Finance  OfiBce  to 
calculate  loan  subsidy  payments. 

5.  Provides  for  the  use  of  Fmmi  FtaHA 
449-23,  “Guaranteed  Loan  Evaluation 
(Farmer  Programs) ;"  Form  fYnHA  449- 
12,  “Request  for  Loan  Note  Guarantee;** 
and  Form  FmHA  449-30  “Report  of 
Loss.” 

6.  Provides  for  secondary  marketing  of 
Loan  Note  Guarantees. 

7.  Provides  fcM*  substituting  Loan  Note 
Guarantees  for  existing  Contracts  of 
Guarantee. 

B.  Emergency  Loans  (i  1980.170) : 

1.  Provides  that  a  member  of  a  part¬ 
nership  may  either  be  a  citiaen(s)  of  the 
United  States  or  reside  in  the  United 
States  after  being  legally  admitted  for 
permanent  residence  or  on  indefinite  pa¬ 
role  as  long  as  the  partner  who  manages 
the  farming,  ranching,  or  aquaculture 
operation  is  a  citiaen  of  the  Uhlted 
States.  A  corporation  must  be  incorpo¬ 
rated  under  t^  laws  of  the  United  States 
or  any  State  thereto,  and  the  stock¬ 
holder  who  manages  the  farming,  ranch¬ 
ing  or  aquaculture  operation  must  be  a 
citizen  of  the  United  States,  and  more 
than  50  percent  of  the  outstanding  stock 
in  the  corporation  must  be  owned  by 
citizens  of  the  Uhited  States. 

2.  Provides  that  crops  not  planted  may 
be  considered  as  a  physical  loss  when  the 
apcdlcant  was  unaUe  to  plant  crops  due 
to  the  disaster. 

3.  Provides  for  the  r^nancing  of  a 
modest  amount  of  debt  for  annual  op¬ 
erating  purposes  where  the  debt  must  be 


paid  in  order  for  the  applicant  to  con¬ 
tinue  fanning. 

4.  Provides  for  the  advances  for 
annual  operating  lapenaes  to  be  nhed- 
uled  for  repayment  up  to  7  yean  and  up 
to  20  yean  if  justiflecL 

5.  Increases  the  allowaUe  loan  for  de- 
preciatlcm  from  15  to  20  percent  of  ap¬ 
praisal  market  value  or  amount  owed. 

6.  Allows  deferment  of  Interest  as  well 
as  princlpaL 

7.  Inserts  “managerial  cMnpetence"  as 
an  eligibility  requirement. 

8.  Provides  as  a  physical  loss,  supplies 
cm  hand,  harvested  or  stored  crops,  and 
livestock  products  lost  or  deetrcyed  by 
or  as  a  result  of  the  disaster. 

9.  Provides  for  the  calculation  of  losses 
when  applicants  are  precluded  from  pro¬ 
ducing  or  harvesting  crops  (including 
peromlal  crops  such  as  fruits  and  nuts) 
by  determining  the  gross  farm  income 
and  then  adding  together  any  income 
that  may  be  derived  from  the  disaster 
affected  enterprlse(s)  and  the  variable 
and  fixed  costs  which  will  not  be  in¬ 
curred  because  of  the  disaster  and  sub¬ 
tracting  this  combined  figure  from  the 
normal  gross  Income. 

10.  Provides  for  deducting  the  amount 
of  any  crop,  livestock  ch:  livestock  prod¬ 
uct  iriiysicid  loss  loan  from  any  produc¬ 
tion  loss  loan  based  cm  losses  to  t^  same 
enterprlse(8)  for  vdiich  an  applicant 
lat^  qualifies. 

11.  Provides  for  scheduling  the  repay¬ 
ment  p^od  ot  actual  losses  to  crops  and 
other  chattel  property  resulting  from 
any  disaster  occuriing  after  January  1, 
1975,  for  a  podod  not  exceeding  20  years 
if  the  FtaHA  apiHOval  official  determines 
that  the  needs  of  the  applicant  justify  a 
longer  repasnnent  period  than  7  years 
initially  with  a  poskble  5-year  renewal. 

12.  Provides  for  exceeding  the  annual 
loan  limit  of  $50,000  or  one-half  the  es¬ 
timated  gross  farm  Income  when  a  sub- 
sequex^  EM  production  loan  is  needed  to 
complete  the  year’s  fanning  operation 
and  protect  the  Government’s  financial 
Interest  which  is  secured  only  the 
crop. 

13.  Provides  for  taking  into  consider¬ 
ation  the  applicant’s  repayment  ability 
if  adequate  security  is  not  avalhdde  be¬ 
cause  of  the  disaster. 

14.  Provides  for  calculating  “normal 
year’s  production”  by  using  county  aver¬ 
ages  of  production  as  provided  by  the 
State  Cnq?  and  Livestock  Reporting 
Service,  State  Statistical  Office  of  the 
Statistical  Reporting  Service  (SRS)  or 
similar  State  or  Federal  body.  If  neither 
State  or  County  averages  are  available, 
coimty  average  will  be  established  by  the 
State  Director. 

15.  Provides  when  a  loan  for  major 
adjustments  to  the  operation  is  made 
the  resulting  operation  must  be  one 
which  only  realizes  a  net  farm  income 
equivalmt  to  that  (ff  the  iteration  con¬ 
ducted  before  the  disaster. 

16.  Provides  for  the  augmentation  and 
improvement  ot  existing  water  systems 
that  have  gone  dry  as  a  result  ot  any 
natural  disaster. 

17.  Provides  for  extending  the  t^ml- 
natlon  dates  for  physical  losses  from 


80  days  to  180  days  and  production  losses 
from  9  months  to  12  months. 

C.  Operating  Loans  (|  1980.175) : 

1.  Inaerta  “managerial  competence”  as 
an  eligibility  requirement. 

2.  Provides  for  modest  rural  youth 
loans  to  persons  between  10  and  21  years 
of  age  and  requires  a  cosigner  on  loans 
in  justifiable  cases. 

3.  Clarifies  loan  purpose  language. 

4.  Ellminatee  reference  to  prohibited 
loan  purposes. 

5.  Increases  aUowable  amount  of  loan 
for  depreciation  from  15  to  20  percent 
of  iqjpraised  market  value  of  amount 
owed. 

6.  Clarifies  the  action  on  loans  to  part¬ 
nerships  and  Individuals  invcdved  in 
joint  farming  operations. 

7.  Increases  amount  of  loan  for  real 
estate  improvements  from  $2,500  to 
$3,500. 

8.  Allows  deferment  of  interest  as  well 
as  principal. 

9.  Permits  loans  for  annual  produc¬ 
tion  expenses  to  be  scheduled  for  repay¬ 
ment  beyond  1  year  if  justified. 

10.  Institutes  limitation  that  the  total 
outstanding  principal  balance  may  not 
exceed  $50,000  at  loan  closing,  rather 
than  loan  approval. 

'  D.  Individual  Pann  Ownership  (PO) . 
S(^  and  Water  (8W>,  and  Recreation 
(RD  Loans  (I  1980.180) ; 

1.  Eliminates  reference  to  prohibited 
loan  purposes. 

2.  Increases  the  amount  that  may  be 
loaned  for  improvements  on  land  with 
defective  title  from  $2,500  to  $5,000. 

3.  In  the  case  of  a  life  estate,  provides 
for  loans  to  remainderman  and  life 
estate  holder  or  to  the  rBma.inrtAmi^Ti 
<mly  if  the  remaindennan  is  eligible. 

4.  ProvideB  for  loans  tor  pollution 
contrc^. 

ForSWandRL: 

5.  Increases  the  amount  that  may  be 
loaned  when  other  than  real  estate  la 
taken  as  security  from  $25,000  to  $60,000. 

For  PO  loans  only: 

6.  Adds  “managodal  competence”  as 
an  eligibility  requirement. 

7.  Provides  locms  for  houses  pdi3r8ically 
separate  from  the  farm. 

8.  Allows  additional  qiace  for  food 
pr^Miration  and  storage,  vdilcle  storage, 
laundry  and  office  space  for  newly  con¬ 
structed  or  improved  dwellings. 

9.  Provides  for  loans  whno  the  tq^li- 
cant  already  owns  a  mobile  home. 

10.  Deletes  the  provision  for  loans  of 
less  than  $2,500  that  will  be  paid  in  less 
than  10  years  to  be  sectired  by  nonreal 
estate  items.  All  guaranteed  PO  loans 
must  be  secured  by  real  estate,  except  in 
Texas  where  mmreal  estate  items  may 
be  used  as  security  because  of  unusual 
homestead  laws. 

For  SW  loans  only: 

11.  Clarifies  language  dealing  with 
eligibility  (ff  corporations  and  partner- 
ehips. 

12.  Broadois  r^inanclng  purposes  to 
Include  any  debt  incurred  for  authorised 
BW  purposes. 

For  RL  loans  only: 

13.  Removes  the  restricticm  that  a  bor¬ 
rower  Indebted  for  an  FO  loan  must  con- 


FEDERAL  REGISTER,  VOL  42.  NO.  T  72— TUESDAY,  SETTEMSER  «,  1977 


RULES  AND  REGULATIONS 


44717 


vert  his  entire  farm  to  recreation  to  be 
eligible. 

il  1841.60  and  1843.10  are  amended 
and  Part  1680  Subpart  B  is  added  and 
reads  as  follows: 

PART  1841— GENERAL  PROVISIONS 
§  1841.60  [Amended] 

1.  Section  1841.60  of  Part  1841  of  this 
Chapter  Is  amended  as  follows:  In  the 
sixth  sentence  change  “1841.3”  to 
“1980.6.” 

PART  1843— FARMER  LOANS 
§  1843.10  [Amended] 

2.  Section  1843.10  of  Part  1843  of  this 

Chapter  is  amended  to  read  as  follows: 
In  the  third  line  change  “1843.10”  to 
“1980.113”.  _ 

PART  1980— GUARANTEED  LOAN 
PROGRAMS 

3.  Subpart  B  of  Part  1980  as  added  is 
set  forth  below: 

•  •  •  •  • 

0 

S<ib|Mrt  B — Farmer  Program  LeaM 

Bee. 

1080.101  Introduction. 

1680.103-1080.10S  [Reeervedl 

1080.106  Definitions. 

1080.107  Pull  faith  and  credit. 

1080.108  General  provisions. 

1080.100  Promissory  notes,  security  Instru¬ 
ments,  and  financing  statements. 
1080.110  Loan  subsidy  rates,  claims,  and 
payments. 

1080.111-1080.112  IReservedj 
1080 J 13  Receiving  and  processing  i4>pUca-  ■ 
tlons. 

1080.114  PmHA  evaluation  of  implications. 

1080.118  County  Committee  review. 

7080.118  Review  of  requirements. 

1080.117  Conditions  precedent  to  Issuance 

of  the  Loan  Note  Guarantee. 

1080.118  Issuance  of  Lender’s  Agreement, 

Loan  Note  Guarantee  and  As¬ 
signment  Guarantee  Agreement. 
1080.110  Substitution  of  Loan  Note  Guar¬ 
antee  for  Contract  of  Guarantee 
Issued. 

1080.130- 1080.122  [Reserved] 

1080.133  'Transfer  and  assumption  of  Farm¬ 
er  Program  loans. 

1080.124  Renewal  and  reamortization. 
1080.125-1080.128  [Reserved] 

1080.120  Planning  and  performing  develop¬ 
ment. 

1080.180  Loan  servicing. 

1080.131- 1080.186  [Reserved] 

1080.186  Protective  advances. 
1980.137-1080.138  [Reserved] 

1680.139  Termination  of  Loan  Note  Guar¬ 
antee. 

1980.140-1080.144  [Reserved] 

1080.146  Defaults  by  borrower. 

1980.146  Liquidation. 

1980.147  Graduation. 

1080.148-1080.162  [Reserved] 

1980.163  PmHA  forms. 

1980.154  Memorandas  of  Understanding  or 
other  Items. 

1080.156-1080.166  [Reserved] 

1980.170  Emergency  loans. 

1980.171-1080.174  [Reserved] 

1980.176  Operating  loans. 

1980.176-1080.170  [Reserved] 

1080.180  Individual  Phrm  Ownership  (PO), 
Sou  and  Water  (8W) ,  and  Recre¬ 
ation  (RL)  loans. 
1980.181-1680g00  [Reserved] 

Exhibit  A — Request  for  Loan  Note  Guarantee 
(Parmer  Program  Loans.) 


Subpart  B — Farmar  Program  Loans 
§  1980.101  Introdnrtion. 

(a)  PoUcy.  This  Subpart  supplemented 
by  Subpart  A  of  this  Part,  eontains  regu> 
lations  for  making  the  following  Parmer 
Program  loans:  Operating  (OL),  Farm 
Ownership  (FO) ,  SoU  and  Water  (Indi¬ 
vidual)  (SW),  Recreation  (Individual) 
(RL),  and  Emergency  (EM)  loans  guar¬ 
anteed  by  the  Farmers  Home  Adminis¬ 
tration  (FmHA) ,  and  applies  to  lenders, 
holders,  borrowers,  FmHA  personnel, 
and  other  parties  involved  in  making, 
guaranteeing,  holding,  servicing,  or  liqui¬ 
dating  such  loans. 

(b)  Program  administration.  The 
Farmer  Program,  like  other  PmHA  pro¬ 
grams,  is  administered  by  the  Adminis¬ 
trator  through  a  State  Director,  serving 
each  State  through  a  District  Director 
to  the  County  Supervisor.  The  Coimty 
Supervisor  is  the  focal  point  for  the  pro¬ 
gram  and  the  local  contact  person  for 
processing  and  servicing  activities  even 
though  this  subpart  refers  in  various 
places  to  the  duties  and  responsibilities 
of  other  FTnHA  employees. 

(c)  Administrative  provisions. 
Throughout  this  Subpart  there  appears 
administrative  provisions  for  the  State 
Director,  District  Director,  and  County 
Supervisor.  These  provisions  establish 
the  internal  duties,  responsibilities,  and 
procedures  to  carry  out  the  requirements 
of  the  program  and  are  identified  as 
“ADMINISTRATIVE”  and  follow  the 
appropriate  sections  of  this  Subpart. 

(d)  References.  f«  1980.101-1980.169 
pertain  to  FO,  EM,  OL,  RL  and  SW  loan 
programs.  Refer  to  11980.170  for  EM 
loans.  1  1980.175  fm*  OL  loans,  and 
1  1980.180  for  FO.  RL  and  SW  loans. 

§  1980.102-1980.105  [Rroerved] 

§  1980.106  Dcfinirions. 

(a)  Refer  to  1  1980.6  of  this  Chapter 
for  abbreviations. 

(b)  Hie  following  definitions  are  ap¬ 
plicable  to  the  terms  used  in  this  Sub¬ 
part.  Additional  definitions  may  be  found 
in  i  1980.6  of  this  CTiapter. 

(1)  Applicant.  The  party  applying  for 
a  guaranteed  loan. 

(2)  Approval  officials.  These  are  field 
ofiQcials  who  have  been  delegated  loan 
and  grant  approval  authorities  within 
applicable  loan  programs,  subject  to  the 
dollar  limitations  contained  in  Tables 
available  in  any  FmHA  State  or  County 
Office,  or  frc«n  the  National  Office,  14th 
Street  and  Independence  Avenue  SW., 
Washington,  D.C.  20250.  Field  officials 
having  loan  and  grant  approval  authori¬ 
ties  are  State  Directors,  District  Direc¬ 
tors,  County  Supervisors,  and  Assistant 
County  Supervisors.  Refer  to  Subpart  A 
of  Part  1901  of  this  Chapter  for  authori- 
tieaand  responsibilities  delegated  to  field 
officials  for  all  programs  of  FmHA.  These 
approved  authorities  also  apply  to 
S  1980.123  of  this  Chapter. 

(3)  Aquaculture.  (For  HIM  loans  only.) 
The  husbandry  of  aquatic  organisms  by 
an  applicant  or  borrower  under  a  con¬ 
trolled  or  selected  environment.  Aqua¬ 
culture  (H>eratlon8  are  considered  to  be 
farming  (H)eratlons.  Aquatic  organisms 


may  consist  of  any  species  of  finflsh,  mol- 
lusk,  or  crustacean  (or  other  Inverte¬ 
brate)  amphibian,  reptile,  or  aquatic 
plant. 

(4)  Borrovaer.  All  parties  liable  tor  the 
loan  or  any  part  ttiei^. 

(5)  Designated  counties  or  similar 
areas.  (Applies  to  EM  loans  only.)  This 
term  means  a  coun^  or  similar  political 
subdivision  in  which  EM  loans  are  au¬ 
thorized  to  be  made  under  deslgnatkm  by 
the  Federal  Disaster  Assistance  Admin- 
Istratlmi  (EHAA)  pursuant  to  a  Presi¬ 
dential  declaration  of  a  major  disast^  or 
emergency;  imder  designation  by  the 
Secretary  of  Agriculture  based  on  dam¬ 
age  caused  by  a  natural  disaster  which 
substantially  affects  fanning,  ranching, 
or  aquaculture  opertions;  and  when  au¬ 
thorized  by  the  State  Director  without  a 
formal  designation  when  25  m:  less  farm¬ 
ing.  ranching,  or  aquaculture  operations 
are  substantially  affected  by  a  natural 
disaster. 

(6)  Disasters.  (Applies  to  EM  loans 
only.)  (1)  Major  disaster.  Any  disaster  in 
any  part  of  the  United  States  which,  in 
the  determination  of  the  President, 
caiises  damage  of  sufficient  severity  and 
magnitude  to  warrant  major  disaster  as¬ 
sistance  above  and  beyond  normal  emer¬ 
gency  services  by  the  Federal  Govern¬ 
ment  to  supplement  the  efforts  and 
available  resources  of  States,  local  gov¬ 
ernment  and  disaster  relief  organizations 
in  alleviating  the  damage,  loss,  hardship, 
or  suffering  caused  thereby. 

<il)  Natural  disaster.  A  natural  dis¬ 
aster  as  determined  by  the  Secretary  of 
Agriculture  when  designating  EM  loan 
areas,  or  by  an  FmHA  State  Director 
when  he  authorizes  the  making  of  EM 
loeuis.  Natural  disaster  can  be  cause  by 
such  natural  phenomena  as  hurricanes, 
tornadoes,  cyclones,  excessive  rainfall, 
floods,  earthquakes,  blizzards,  freezes, 
electrical  storms,  snowstorms,  drought, 
excessively  high  temperatures,  and  hail; 
Insects  where  almormal  weather  contrib¬ 
uted  substantially  to  the  spreading  and 
flourishing  of  such  Insects;  fires  result¬ 
ing  frmn  lightning,  and  fires  of  other 
origins  which  could  not  be  contrc^led  be- 
caiise  of  abnormal  weather;  and  plant 
and  animal  diseases  where  abnormal 
weather  contributed  substantially  to 
such  diseases  spreading  into  epidemic 
stages. 

(iil)  Presidential  Emergency.  Any  dis¬ 
aster  in  any  part  of  the  United  States 
which  is  of  such  magnitude  that  the 
President  makes  a  declaratitm  which  re¬ 
quires  Federal  emergency  assistance  to 
supplemttit  State  and  local  efforts  to 
save  lives  and  protect  property,  public 
health  and  safety,  or  to  avert  or  lessen 
the  threat  of  a  disaster. 

(iv)  Qualifying  disaster.  A  major  dis¬ 
aster,  Presidential  Emergency,  or  natural 
dlsasta:  declared  by  the  Secretary  of  Ag¬ 
riculture  or  State  Director  for  which  EM 
loans  are  made  available. 

(7)  Family  farm.  A  farm  which: 

(i)  Produces  agricultural  commodities 
for  sale  in  sufficient  quantities  so  that  11 
is  recognized  as  a  farm  rather  than  a 
rural  residence; 

(il)  Provides  substantial  Income  by  it¬ 
self  which,  togetho:  witti  any  other  de- 
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pendaUe  Income,  cfiebice  the  family  to~ 
pay  family  Urine  and  aperaUns  eepwea. 
including  maintenance  of  <fliattel  and 
feal  property  and  payment  of  debta;  and 

(ill)  la  managed  and  (^Terated  hy  the 
family  with  a  reasonable  amount  of 
hired  labor. 

(8)  Farm.  Ihe  term  'farm**  Includes  a 
tract  or  tracts  of  land.  Improvements, 
and  other  ai^nirtaiances  c<xi8ldered  to 
be  farm  property  which  Is  or  will  be 
owned  or  operated  by  the  aniUcant,  and 
used  or  to  be  used  In  the  production  of 
cHHis  or  livestock.  Including  the  produc¬ 
tion  of  fish  xmdw  ctmtroUed  conditions. 
Fhr  EM  loans  this  includes  the  produc¬ 
tion  of  aquatic  organisms  under  a  con¬ 
trolled  or  selected  environment  owned  or 
operated  by  the  awUcant  or  borrower. 
The  term  "farm”  alro  includes  any  such 
land  and  improvement  and  faculties  used 
In  a  nemfarm  enterprise.  It  will  also  In¬ 
clude  a  residence  which,  although  physi¬ 
cally  separate  fnxn  the  farm  acreage.  Is 
ordinarily  treated  as  part  of  the  farm  In 
the  local  community. 

(9)  Farming  or  farm  enterprises.  (Ap¬ 
plies  to  EM  loans  only)  These  terms  are 
defined  as  the  business  of  producing 
crops.  Uvestock  i^roducts,  and  aquatic 
OTganisms  throu^  the  management  of 
land  water,  labor,  capital,  and  basic  raw 
materials,  Including  seed.  feed,  fertilizer, 
and  fuel  Farming  and  farm  enterprises 
consist  of  a  total  farming  or  aquaculture 
operation,  or  a  portion  thereof,  which 
produces  different  types  of  products.  In¬ 
cluding  crops,  livestock,  livestock  prod¬ 
ucts.  and  aquatic  organisms. 

(1)  Basic  enterprise.  This  term  means 
any  single  oiterprlse  which  constitutes 
not  less  than  25  percent  of  the  applicant’s 
ncumal  year’s  total  farming  (H>erations 
gross  Income.  To  qualify  crops  to  be  fed 
to  or  pasture  to  be  grazed  by  Uvestock  as 
a  basic  enterprise  the  value  of  the  envs 
or  pasture  ior  Uvestock  use  must  be  at 
least  equal  to  25  pMcent  of  the  value  of 
the  total  feed  fed  to  the  Uvestock  annu¬ 
ally.  However,  fmr  cr(vs  to  be  fed  to  or 
pasture  to  be  grazed  by  Uvestock  to  be 
(;onsldered  a  basic  enterprise  (Xie  or  more 
(IndlvlduaUy  or  cc^ectlvdy)  of  the  Uve¬ 
stock  enterprises  must  quaUfy  as  a  basic 
enterprise. 

(U)  Single  enterprise.  An  enterprise 
which  constitutes  part  of  the  appUcant’s 
farm^,  ranching,  or  aquaculture  opera- 
UatL  The  fc^owlng  are  examples  of  "sin¬ 
gle  Miterprises”: 

(A)  AU  cash  field  crops; 

(B)  All  cash  vegetable  crops; 

(C)  AU  cash  fnilt  crops; 

(D)  AU  crops  to  be  fed  to  Uvestock; 

(E)  AU  pasture  to  be  grazed  by  Uve¬ 
stock; 

(P)  Beef  operations; 

(Q)  Dairy  operations; 

(H)  Poultry  operations;  and 

(I)  Aquaculture  operations. 

(10)  Farming  corporation.  It  Is  a  legal 
entity  Incorporated  under  the  laws  of 
the  United  States  or  of  a  State  and 
authmiaed  to  carry  on  farming,  ranch¬ 
ing.  or  aquaculture  operations  in  the 
State  friiere  the  corporation  has  appUed 
for  a  loan. 

(11)  Incidence  period.  (Applies  to  EM 
loans  only).  This  term  means  the  ape- 
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ctOc  time  frame  estabOshed  for  the  oc¬ 
currence  of  the  qualifying  disaster. 

(IS)  Mortgage.  The  term  "mor^ptge’* 
Includes  any  lorm.of  security  Interest 
or  Uen  upon  any  rights  or  Interest  In 
teal  property  of  any  khuL  m  Louisiana 
and  Puerto  Rico  the  term  "mortgage” 
also  refeia  to  any  security  Intoest  In 
chattel  propmrte. 

(13)  Nonfarm  enterprise.  This  Is  any 
business  enterprise  whose  Income  sup- 
pl»nents  farm  Income.  It  must  provide 
goods  or  services  for  edilch  thm  Is  a 
need  and  a  reasonably  reUable  market. 

(14)  Reamortize.  To  extend  an  FO. 
SW,  RL,  OL  and  EM  loan  payment  to 
Its  maxlmiun  r^iasrment  period  or  to 
rearrange  the  payments  within  the  re¬ 
maining  years  of  the  original  repay¬ 
ment  period. 

(15)  Reasonable  standard  of  living. 
The  level  of  lnc<Mne  obtained  by  reason- 
aUy  successful  family  fanneiB  a«d 
rural  residents  In  the  community  taking 
into  consideration  the  size  of  the  family. 

(16)  Recreation  enterprise.  An  out¬ 
door,  income  producing  enterprise  i^lch 
wlU  supplement  or  suiH>lant  farm  or 
ranch  income.  e 

(17)  Renew.  To  reschedule  the  pay¬ 
ment  of  an  OL  and  E3g  loan  for  operat¬ 
ing  purposes  afto*  the  »d  of  the  origi¬ 
nal  repayment  perkxL 

(18)  Rural  gouth.  A  person  who  has 
reached  the  age  of  10  but  has  not  reached 
the  age  of  21  and  does  not  reside  In  any 
area  in  any  city  or  town  that  has  a  pop¬ 
ulation  of  more  than  10,000  Inhabitants. 

(19)  Rural  youth  profects.  Projects 
initiated,  developed,  and  carried  out  by 
rural  youth  participating  In  organiza¬ 
tions  such  as  4-H  or  Future  Farmers  of 
America.  Projects  must  produce  enough 
income  to  meet  expenses  and  debt  repay¬ 
ment. 

(20)  Security.  The  term  "security" 
(sometimes  referred  to  as  "collateral*  or 
"security  property”)  includes  any  rights 
or  interests  In  pr(H>er^  of  any  kind  sub¬ 
ject  to  a  real  or  personal  property  Ben. 

(I)  Basic  security.  All  real  estate  and 
fixtures  and  personal  property  such  as 
foundation  herds,  flocks,  aquatic  animal 
and  plant  organisms,  machinery,  and 
equipment  serving  as  security  and  crops 
when  cr(^  are  the  (Xily  security. 

(II)  Normal  income  security.  AH  nor¬ 
mal  Income  security  property  planned 
to  be  marketed  In  the  re^ar  course  of 
business  unless  liquidation  Is  approve(L 
If  liquidation  Is  iq)proved.  such  secu¬ 
rity  broomes  basic  security. 

(21)  State.  Any  of  the  fifty  states. 
Puerto  Rico,  or  the  Virgin  Islands  (and 
Guam  for  EM  loans  under  a  Presiden¬ 
tial  Declaration). 

(22)  Termination  dates.  (Aigdies  to 
EM  locms)  (1)  Termlnatimi  dates  are 
those  dates  specified  In  disaster  declara¬ 
tions,  deslgnidlons,  or  State  Director  au- 
thori^tlons  which  establish  the  final 
dates  after  which  EM  loan  applications 
may  no  longer  be  received.  However.  ai>- 
pllcatl(m8  will  be  acc^ted  for  EM  loans 
after  the  termination  date(s)  have 
passed  If  the  iqjpllcant  filed  an  applica¬ 
tion  for  disaster  assistance  with  t^  SBA 
during  the  pmlod  SBA  would  accept  ap- 


pUcatlons  and  not  more  than  8  months 
has  elapsed  since  the  PtaHA’s  termina¬ 
tion  date(s>. 

(U)  For  physical  losses,  termination 
dates  are  180  days  from  the  date  the 
State  Director  Is  notified  of  the  declara¬ 
tion.  designation,  or  State  Director  au¬ 
thorization.  and  for  production  losses,  12 
months  from  such  date.  ’The  180-day  and 
13-month  periods  will  commence  on  the 
first  work^y  following  the  designation 
or  declaratl<»i.  The  final  day  tor  accept¬ 
ing  appUcatkms  will  always  be  on  a  work¬ 
day.  Therefcm,  if  the  last  day  falls  on  a 
Saturday,  Simday,  or  Fedual  heyday, 
the  next  workday  will  be  the  final  day. 

(23)  United  States.  The  term  “United 
States”  means  the  United  States  Itself, 
any  of  the  50  States,  Puerto  Rico,  the 
Virgin  Islands  (and  Guam  for  EM  loans 
under  a  Presidential  declaration) . 

§  1980.107  Full  faith  and  credit. 

Refer  to  {  1980.11  of  this  Chapter. 

S  1980.106  General  proviaiona. 

(a)  Security,  personal  and  corporate 
guarantees,  and  other  requirements.  See 
SI  1980.170(n.  1980.175(f).  and  1980.180 
(e)  for  security  requirements  for  the  type 
of  loan  being  considered. 

(1)  Security.  (1)  The  laider  Is  respon¬ 
sible  for  seeing  that  proper  and  adequate 
security  Is  obtained  and  maintained  In 
exlstoice  and  of  recc^  to  juptect  the 
Interest  of  the  lender,  the  holder,  and 
FmHA. 

(ID  All  security  must  secure  the  entire 
loan.  The  lender  may  not  take  separate 
security  to  secure  only  that  pm^on  of 
the  loan  or  loss  not  covered  by  the 
guarantee.  The  lender  may  not  require 
compensating  balances  or  certificates  of 
depcislt  as  a  means  of  eliminating  the 
lender’s  exposure  on  the  unguaranteed 
portion  of  the  loan.  However,  compensat¬ 
ing  balances  or  certificates  ot  deposit  as 
used  in  the  ordinary  course  of  business 
may  be  used. 

(2)  Personal  and  corporate  guar¬ 
antees.  (1)  Personal  guarantees  from 
principal  stockholderB  In  a  corporation 
and  all  partnm  of  pcutnershlps  usually 
will  be  required.  Guarantees  of  parent, 
subsidiaries,  or  affiliated  companies  may 
also  be  required.  Guarantees  will  be  re¬ 
quired  In  sufficient  amounts  depending 
cm  the  credit  factmrs  In  each  loan  to  rea¬ 
sonably  assiue  repayment  of  the  loan 
and  provide  adequate  security. 

(II)  The  requirement  for  personal 
guarantees  or  corporate  guarantees  may 
be  waived  by  FmHA  If  the  proposed 
guarantors  cannot  provide  such  gusu- 
antee  due  to  other  existing  contractual 
Obligations  or  legal  restrictions.  For  those 
applicants  providing  documented  evi¬ 
dence  of  successful  cmeratlons  for  the 
past  three  years,  guarantees  will  be  ob¬ 
tained  as  determined  by  FYnHA. 

(III)  If  a  review  of  all  credit  factors 
Indicates  the  need  for  additlcmal  secu¬ 
rity,  FmHA  may  require  additional  per¬ 
son^  and  corporate  guarantees.  FYnHA 
also  may  re<iulre  that  such  guarantees  be 
secured. 

(Iv)  Guarantors  of  applicants  will: 
(A)  In  the  case  of  personal  guarantees, 
provide  current  financial  statements 
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(not  ova*  60  days  old  at  time  of  filing) 
slimed  la  tbe  guarantors,  and  disclosing 
community  or  homestead  property. 

(B)  In  the  case  of  corporate  guaran¬ 
tees,  provide  current  financial  statements 
(not  over  90  days  old  at  time  of  filing) 
certified  by  an  officer  of  the  corporation. 

(C)  Provide  written  evidence  through 
the  lender  to  FmHA  of  their  inability  to 
provide  a  guarantee  because  of  existing 
contractual  arrangements  or  legal  re¬ 
strictions. 

(3)  Other  requirements,  (i)  The  lender 
must  ascertain  that  there  are  no  claims 
or  liens  of  laborers,  materialmen,  con¬ 
tractors,  subcontractors,  suppliers  of  ma¬ 
chinery  anrf  equipment  or  other  parties 
against  the  security  of  the  borrower,  and 
that  no  suits  are  pending  or  threatened 
that  would  adversely  affect  the  collat¬ 
eral  of  the  borrower  when  the  security 
instruments  are  filed. 

(11)  Hazard  insurance  with  a  standard 
mortgage  clause  naming  the  lender  as 
beneficiary  will  be  required  on  every  loan 
In  an  amount  that  is  at  least  the  lesser 
of  the  depreciated  replflM:ement  value  of 
the  prop^ty  being  insured  or  the  amount 
of  the  loan.  Hazard  insurance  includes 
fire,  windstorm,  lightning,  hail,  business 
int^uptkm,  explosion,  riot,  civil  com¬ 
motion,  aircraft,  vehicle,  marine,  smoke, 
builder’s  risk,  public  liability,  property 
damage,  flood  or  mudslide,  or  any  other 
hazard  insurance  that  may  be  required 
to  protect  the  collateral. 

(lii)  Life  insurance,  which  may  be  de¬ 
creasing  term  insurance,  may  be  re¬ 
quired  for  principals  of  corporate  bor¬ 
rowers.  When  required  it  will  be  assigned 
or  pledged  to  the  lender  and  a  schedtUe 
of  life  insurance  available  for  the  benefit 
of  the  loan  will  be  included  as  part  of 
the  application. 

(Iv)  Workmen’s  cmnpensation  Insur¬ 
ance  is  required  in  accordance  with  State 
law. 

Administrative:  The  County  Supervisor 
wlU  review  and  determine  whether  the 
lender  bee  required  the  necessary  security 
to  be  taken.  IX  necessary,  be  wUl  se^  the 
advice  and  assistance  of  the  District  Director. 

(b)  Relationship  with  other  FmHA  in¬ 
sured  or  guaranteed  loans.  If  an  appli¬ 
cant  for  FmHA  assistance  will  qualify  for 
an  CHi  or  real  estate  insured  or  guaran¬ 
teed  loan  and  an  EM  guarantee  for  the 
same  purpose.  It  Is  FmHA  policy  to  proc¬ 
ess  an  EM  guarantee  for  that  purpose, 
so  long  as  the  repayment  and  security  re¬ 
quirements  for  the  EM  guarantee  will  not 
preclude  furnishing  the  credit  necessary 
to  enable  the  applicant  to  carry  out 
sound  farming,  ranching,  or  aquaculture 
operations. 

(c)  Person  entitled  to  veteran’s  prefer¬ 
ence.  Applications  on  hand  from  veterans 
will  be  given  preference  by  the  lender  ov¬ 
er  applications  of  nonveterans  on  file  at 
the  same  time  for  any  person  applying 
for  an  FO,  SW,  RL,  or  OL  loan  who  has 
been  discharged  or  released  from  the  ac¬ 
tive  forces  of  the  United  States  Army, 
Navy,  Air  Force,  Marine  Corps,  or  Coast 
Guard  tmder  conditions  other  than  dis¬ 
honorable,  who  served  on  active  duty  in 
such  forces;  (1)  During  the  period  of 
April  6.  1917,  through  March  31,  1921; 


(2)  during  the  period  of  Decmnber  7, 
1941,  throui^  December  31,  1946;  (3) 
during  the  period  of  June  27,  1950, 
through  January  31,  1955;  or  (4)  for  a 
period  of  more  than  180  dsys,  any  part 
of  which  occurred  after  January  31, 1955, 
but  on  or  before  May  7, 1975.  Discharges 
imder  conditions  other  than  dishonora¬ 
ble  include  "elementary  discharges.** 

(d)  Determining  whether  credit  else¬ 
where  is  available.  (1)  If  the  Coxmty  Su¬ 
pervisor’s  review  of  the  applicant’s  appli¬ 
cation  indicates  that  there  is  no  possibil¬ 
ity  for  the  applicant  to  obtain  the  credit 
he  needs  without  a  guarantee,  he  will  re¬ 
cord  the  reasons  in  the  running  reccurd. 

(2)  If  the  CJOimty  Supervisor  questions 
whether  the  ai^llcant  may  be  able  to  ob¬ 
tain  the  credit  he  needs  from  another 
lender  In  the  area  without  a  guarantee, 
he  will  contact  that  lender  and  record 
his  findings  in  the  Running  Case  Rec¬ 
ord. 

(3)  Any  letters  from  a  lender (s)  or 
other  evidence  which  may  have  been  ob¬ 
tained  indicating  that  the  applicant  is 
unable  to  obtain  satisfactory  terms  with 
present  creditors  or  from  other  creditors 
will  be  Included  in  the  loan  docket. 

§  1980.109  PromMiiory  notes,  security 
■nstrumeiits,  and  financing  slatc- 
inents. 

(a)  Promissory  notes,  mortgages,  and 
security  agreements.  The  lender  may  use 
its  forms  or  promissory  notes,  real  estate 
mortgages  (including  deeds  of  trust  and 
similar  instnunents) ,  and  security  agree¬ 
ments  (including  chattel  mortgages  in 
Louisiana  and  Puerto  Rico),  provided 
such  forms  do  not  contain  any  parovisions 
that  are  in  conflict  or  are  incemsistent 
with  the  provisions  of  this  regulation. 
The  lender  will  advise  the  borrower  at 
loan  closing  that  he  will  be  expected  to 
graduate  to  other  credit  as  required  in 
S  1980.147  of  this  Subpart  and  see  that 
the  following  provisions  are  inserted  in 
the  above  mentioned  forms  as  applicable : 

(1)  In  real  estate  and  chattel  mort¬ 
gages.  “Guarantee  by  Government.  Mort¬ 
gagor  understands  that  the  loan  evi¬ 
denced  by  the  Note  secured  hereby  is  be¬ 
ing  made  or  allowed  to  remain  extant  by 
Lender  only  on  the  condition  that  repay¬ 
ment  thereof  or  any  loss  theron  will  be 
guaranteed  in  whole  or  in  part  to  Lender 
by  the  United  States  of  America  or  an 
agency  thereof  (herein  called  the  ‘Oov- 
emment’).  Therefore,  in  consideration 
of  such  guarantee,  mortgagor  agrees  that 
if  at  any  time  it  shall  appear  to  the  Gov¬ 
ernment  that  Mortgagor  may  be  able  to 
obtain  a  loan  without  a  guarantee  from 
a  bank,  a  production  credit  association, 
a  Federal  land  bank,  or  other  responsible 
cooperative  or  private  credit  source,  at 
reasonable  rates  and  terms  for  loans  for 
similar  purposes  and  periods  of  time 
without  such  guarantee.  Mortgagor  will, 
upon  the  Government’s  request,  apply 
for  and  accept  such  loan  in  sufficient 
amount  to  pay  the  indebtedness  secured 
hereby  and  to  pay  for  any  stock  neces¬ 
sary  to  be  purchased  in  a  cooperative 
lending  agency  in  connection  with  such 
loan.’* 

(2)  In  security  agreements.  "Guaran¬ 
tee  by  Government.  Debtor  understands 


that  the  loan  secured  hereby  is  being 
made  or  alloved  to  remain  extant  only 
(m  the  condltlQsi  that  repayment  thereof 
or  any  loss  thereon  will  be  guaranteed  in 
whole  or  in  part  to  Secured  Party  by  the 
United  States  of  America  or  any  agency 
there<rf  (herein  called  the  ‘‘Govern¬ 
ment’’).  Therefore,  in  considcraticm  of 
such  guarantee.  Debtor  agrees  thsd  if  at 
any  time  it  shall  appear  to  the  Govern¬ 
ment  that  Debtor  may  be  able  to  obtain 
a  loan  without  a  guarantee  from  a  bank, 
a  production  credit  association,  a  Fed¬ 
eral  land  bank,  or  other  responsible  co¬ 
operative  or  private  credit  source,  at 
reasonable  rates  and  terms  for  loans  tor 
similar  purposes  and  periods  ot  time 
without  su^  guaranty.  Debtor  will. 
up<xi  the  Government’s  request,  apply 
for  an  accept  such  loan  in  sufficient 
amount  to  p^  the  indebtedness  secured 
hereby  and  to  pay  for  any  stock  neces¬ 
sary  to  be  purchased  in  a  cooperative 
lending  agency  in  connection  with  such 
loan.’’ 

(b)  Financing  statements.  Commer¬ 
cial  financing  statement  forms  that  com¬ 
ply  wrtth  State  laws  and  regulations  may 
be  used.  ’They  most  be  adapted  to  meet 
FmHA  requirements  by  inserting  provi¬ 
sions: 

(1)  Covering  the  ‘‘proceeds  and  prod¬ 
ucts”  of  the  collateral  described,  and 

(2)  Stating  that  ‘‘disposition  of  tlie 
collateral  is  not  authorized  hereby.” 

§  1980.110  Loan  aub«i<ly  rates,  claims 
and  payments. 

Loan  subsidies  are  payments  made  by 
FmHA  to  lenders  to  induce  them  to 
make,  service,  and  collect  guaranteed 
Farmer  Program  loans. 

(a)  Subsidy  rates.  FmHA  will  estab¬ 
lish  subsidy  rates  periodically.  Thus  the 
subsidy  rate  for  the  same  type  loan  raay 
vary  from  time  to  time.  However,  tlie 
subsidy  rate  set  forth  in  the  Loan  Note 
Guarantee  will  remain  constant  during 
the  life  of  the  loan  guarantee.  The  sub¬ 
sidy  rate  for  each  type  of  loan  will  be 
a  rate  equal  to  the  difference,  if  any, 
between  the  interest  rate  charged  to  the 
borrower  and  any  higher  per  annum 
rate  prevailing  in  the  private  market  for 
similar  loans  as  determined  by  the  Sec¬ 
retary  of  Agriculture.  The  lender  may 
contact  the  local  County  Supervisor  serv  ¬ 
icing  his  area  to  obtain  the  current  sub¬ 
sidy  rate. 

(b)  Subsidy  payments.  Loan  subsidy 
payments  will  be  calculated  by  FmHA 
using  a  360  or  365  d^  year  method  on 
a  declining  balance.  Ine  lender  will  in¬ 
dicate  on  FmHA  Form  449-19,  ‘‘Guaran¬ 
tee  Fee  Report,”  the  method  he  prefers 
which,  once  established,  cannot  be 
changed. 

(c)  Annual  subsidy  claims  and  pay¬ 
ments.  The  initial  subsidy  claim  will  be 
prepared  by  the  lender  using  Form  FmHA 
449-24,  ‘‘Loan  Subsidy  Claim.”  on  or 
about  a  date  12  months  from  the  date  of 
the  note  and  the  original  mailed  by  the 
lender  to  the  Finance  Office  with  a  copy 
to  the  impn^^Hiate  County  Supervisor. 
The  subsequent  stffisldy  dahns  will  be 
filed  by  the  lender  on  or  about  a  date  12 
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months  thereafter  but  no  later  than  the  landlcnxls.  When  a  written  lease  Is  not  and  for  chattel  security  not  over  6 
anniversary  date  of  the  filing  of  the  obtainable  a  statement  setting  forth  the  months  old.  may  be  used  in  lieu  of  a  new 
initial  subsidy  claim.  The  Finance  Office  terms  and  conditions  of  the  agreement  t4)pralsal  providing  the  appraisal  was 
will  mail  the  locus  subsidy  pctyment  to  will  be  included  in  the  loan  docket.  completed  by  FmHA  or  similarly  quali- 

the  lender  within  10  days  after  receipt  (5)  (Fm*  EM  loans  only)  Form  FmHA  fled  appraiser. 

of  the  claim.  Upon  full  payment  of  a  441-29,  *‘ASCS  Veriflcatlcm  of  Farm  (iv)  Appraisals  will  be  made  by  a  « 

note  the  lender  will  Immediately  prepare  Productlcm  History  and  Payments.”  if  qualifled  a];H>ralser  selected  by  the  lender. 
Form  FmHA  4AB-2A  and  mail  a  copy  to  needed,  and  Form  FlnHA  441-26.  A  real  estate  appraisal  report  will  be 
the  County  Supervisor  and  the  original  “County  Supervisor  Calculaticms  and  based  on  at  least  two  comparable  sales, 
to  the  Finance  Office.  Verlflcation  of  Qualifying  Production  Appraisal  reports  may  be  on  forms  ap- 

(d)  When  subsidy  payments  cease.  Losses.”  proved  by  the  lender  of  Forms  FmHA 

When  the  FmHA  purchases  a  guaranteed  (6)  Proposed  loan  agreements  between  442-1.  “Appraisal  Report  (Farm  Tract)  “ 
portlmi  of  a  locm.  subsidy  payments  on  the  borrower  and  lender.  (Refer  to  pcura-  and  FmHA  440-21,  “Appraisal  of  Chattel 
that  portlcm  will  cease.  Loan  subsidy  graph  Vin  of  Form  FmHA  449-35  Property.” 

payments  will  also  cease  when  the  Loan  “Lender’s  Agreemoit.”)  Ordinarily  (v)  The  lender  will  be  responsible 

Note  Guarantee  termhuctes.  agreements  will  Include  inf ormatlon  such  for  determining  that  appraisers  have 


§§  1980.11-1980.12  [Re«er%ed] 

§  1980.113  Receiving  and  processing 
applications. 


as  the f (blowing: 

(i)  Improved  management  practices 
to  be  implemented,  if  any. 

(il)  Requirements  for  accoxmting  and 


the  necessary  qualifications  and  experi¬ 
ence  to  make  appraisals.  If  the  lender 
has  any  questions  in  this  regard,  it 
should  consult  with  FmHA  before  hav- 


Appllcants  aiHl/or  lenders  may  file 
either  a  preliminary  application  or  c(Hn- 
plete  application.  A  preliminary  applica¬ 
tion  may  be  used  when  m^plicant  or 
lender  wants  a  determination  from 
FmHA  on  eligibility,  feasibility,  or  avail¬ 
ability  of  guaranteed  authority  before 
proceeding  with  completed  application. 
The  Coimty  Supervisor  will  cooperate 
with  lender  and  applicant  and  provide 
appropriate  assistance  in  c<mnection 
with  loan  appllcatimi  processes.  The 
degree  of  this  assistance  will  be  guided 
by  the  lender’s  experience  with  FmHA 
Guaranteed  Loan  processing,  the  laider’s 
farm  lending  experience,  and  the  com¬ 
plexity  of  the  proposal. 

(a)  Preliminary  application.  This  wiU 
consist  of : 

(1)  Form  FmHA  449-6.  “Application 
for  Guaranteed  Loan  (Parmer  Pro¬ 
grams) 

(2)  Verification  of  off-farm  employ¬ 
ment,  if  any. 

(3)  Credit  report. 

(4)  Form  FmHA  440-32,  “Request  for 
Statement  of  Debts  and  Collaterals.” 

(5)  For  an  EM  loan.  Form  FmHA 
441-22,  “Certification  of  Disaster  Losses.” 

(b)  Preliminary  determination  by 
FmHA.  If  the  preliminary  application 
indicates  the  proposal  will  not  meet 
FhiHA’s  minimum  credit  standards  for 
a  sound  loan,  or  the  applicant  appears 
to  be  ineligible,  or  funds  or  guarantee 
authority  are  not  available  the  County 
Supervisor  will  so  inf(Hm  the  lender 
using  Form  FmHA  449-13,  “Denial 
Letter.”  The  lender  will  notify  the 
applicant  in  writing  of  all  the  reasons  for 
the  decision  indicated.  If  it  appears  that 
the  proposal  is  economically  feasible, 
the  applicant  is  eligible,  and  loan  guar¬ 
antee  authority  is  available,  the  County 
Supervisor  will  infcum  the  lender  In 
writing  within  15  days  unless  unususd 
circumstances  exist  and  request  the 
formal  application  be  prepared. 

(c)  Completed  application.  This  will 
consist  of : 

(1)  Those  items  listed  in  S  1980.113 
(a). 

(2)  Applicable  items  required  by 

Sf  1980.40,  1980.41,  1980.42,  1980.43, 

1980.44,  and  1980.45  of  this  Chs4>ter. 

(3)  FcHm  RnHA  449-12,  “Request  for 
Locm  Note  Guarantee.”  (Exhibit  A) 

(4)  A  copy  of  the  leaM  agreement 
between  tenant  ai^llcants  and  their 


recordkeeping  and  peri<xlic  financial  re¬ 
porting. 

(iii)  A  list  of  security  property  for  the 
loan  and  periodic  accounting  of  security 
property  (at  least  annually) . 

(iv)  Prohibitions  against  assuming  li¬ 
abilities  or  obligations  of  others. 

(v)  Restrictions  on  dividend  payments 
if  a  corporate  entity. 

(vi)  Limitations  on  purchase  or  sale  of 
equipment  and/or  fixed  assets. 

(vii)  Limitations  on  ccunpensation  of 
officers  and/or  owners  if  not  a  sole  pro¬ 
prietorship. 

(viii)  Minimum  working  capital  re¬ 
quirements. 

<ix)  Minimum  debt  to  net  worth  ratio. 

<x)  Restrictions  concerning  consoli¬ 
dation.  mergers,  or  other  circiunstances 
if  a  corporate  entity, 

(xi)  Repayment  and  reamortization 
of  the  loan. 

(7)  Production  history  and  operation 
forecast  provided  by  lendbr  and/or  sqipli- 
cant.  This  will  indicate  a  production  his¬ 
tory  (up  to  5  years  for  EIM  loans) .  cur¬ 
rent  financial  condition,  projected  pro¬ 
duction,  income  and  expenses,  and  loan 
repayment  plan.  Forms  ordinarily  used 
by  the  lender  or  Form  FmHA  431-2, 
“Farm  and  Home  Plan,”  Form  FmHA 
431-1,  “Long-Time  Farm  and  Home 
Plan,”  or  Form  FmHA  424-1,  “Develop¬ 
ment  Plan,”  may  be  vised  to  project  pro¬ 
posed  development  and  construction. 

(8)  Appraisal  report,  (i)  A  real  estate 
appraisal  will  be  required  when  real  es¬ 
tate  is  purchased,  or  taken  as  security, 
or  both,  for  loans  for  FO,  SW,  RL  or  EM 
loan  purposes,  (except  that  for  EM  loans, 
where  a  long-term  reputable  lender  is  in¬ 
volved  and  the  loan  will  be  $10,000  or 
less,  no  appraisal  is  jequired  but  a  veri¬ 
fication  of  ownership  and  determinaticm 
of  equity  in  real  estate  by  the  County  Su¬ 
pervisor  is  required) .  For  EM  loans  only 
in  instances  where  real  estate  is  teken 
for  additional  security  (for  loans  in 
which  the  primary  security  is  subject  to 
rapid  d^reciaticm  or  is  of  a  high  risk  na¬ 
ture  such  as  crops)  no  aivraisal  report 
will  be  required  for  the  additional  se¬ 
curity. 

(il)  A  chattd  appraisal  will  be  re¬ 
quired  when  chattel  is  takoi  as  security 
for  FO,  SW.  RL,  OL  and  EM  loans. . 

(ill)  For  real  estate  security,  an  ac¬ 
ceptable  lUTpralsal  not  ovw  3  years  old 


Ing  an  appraisal  made. 

(9)  The  lender’s  plan  for  servicing  the 
loan  and  providing  management  assist¬ 
ance  to  the  borrower  should  include  the 
steps  necessary  to  see  that  the  require¬ 
ments  of  the  loan  agreement  are  met. 

(10)  Notices  of  compliance  with  the 
privacy  Act  of  1974. 

(i)  If  the  applicant  is  acting  in  a  per¬ 
sonal  capacity  and  not  as  a  representa¬ 
tive  of  a  partnership  or  a  corporation, 
and  FmHA  solicits  personal  information 
from  him,  the  individual  will  be  provided 
Form  FmHA  410-9,  “Statement  Required 
by  the  Privacy  Act.” 

(11)  If  FmHA  desires  to  obtain  infor¬ 
mation  concerning  an  individual  from 
any  source,  FmHA  will  provide  such 
source  with  Form  FmHA  410-10,  “Pri¬ 
vacy  Act  Statement  to  References.” 

§  1980.114  FmHA  evaluation  of  appli¬ 
cations.  . 

When  the  County  Supervisor  receives  a 
completed  application,  he  will  make  the 
proper  independent  investigations,  in¬ 
spections.  and  appraisal  reviews  neces¬ 
sary  to  determine  whether  the  applicant 
is  eligible,  the  proposed  loan  is  for  an 
eligible  purpose,  and  there  is  reasonable 
assiu^nce  of  repayment  ability  and  suf¬ 
ficient  collateral  and  equity.  The  deter¬ 
minations  will  be  recorded  on  Form 
FmHA  449-23,  “Guaranteed  Loan  Eval¬ 
uation.”  This  evaluation  is  for  the  benefit 
of  FmHA  and  not  the  lender. 

(a)  Indication  of  unacceptability.  If 
the  evaluation  indicates  that  the  guaran¬ 
tee  cannot  be  approved  (for  reasons  that 
would  not  be  affected  by  the  County 
Committee  certification) ,  the  County  Su¬ 
pervisor  will  inform  the  lender  on  Form 
FmHA  4497I3  of  the  reasons  and  will 
discuss  with  the  lender  the  items  neces¬ 
sary  to  overcome  any  objections  and  will 
record  such  discussion  in  the  County  Of¬ 
fice  file. 

(b)  Indication  of  acceptability.  If  the 
evaluation  Indicates  that  the  guarantee 
may  be  approved,  the  County  Supervisor 
will  present  the  applicatiim  to  the  County 
Conimittee  for  certification  or  rejection. 

Administrative:  The  County  Supervisor 
will: 

1.  Determine  If  tbe  material  and  Informa¬ 
tion  submitted  is  complete.  If  he  determines 
that  the  lenders  appraisal  (s)  of  security 
property  iqipears  Inadequate  he  wtll  make  a 
formal  ^ipratsal  of  the  required  security 
property. 
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2.  Determine  Umt  il  1M0.40  through  1960  - 
45  of  this  Chapter  are  complied  with. 

3.  Review  Form  FmHA  449-10,  "Applicant's 
Knvlronmental  Impact  Evaluation,"  submit¬ 
ted  by  the  applicant  aod  follow  the  requtoe- 
ments  of  Subpart  1901-0  of  this  Chapter. 

§  1980.1 15  County  Commiltoe  review. 

The  County  Committee  will  review  the 
application  and  determine  whether  the 
applicant  meets  the  PteHA  eligibility  re- 
quiremmts. 

(a)  Rejection.  If  the  County  Com¬ 
mittee  rejects  the  appllcaticm.  the  Coun. 
ty  Supervisor  will  Inform  the  lender  of 
the  reasons  for  the  rejection  using  Form 
FmHA  449-13.  Such  notification  will  In¬ 
clude  the  reasons  for  denial  of  the  guar¬ 
antee. 

b.  Certification.  If  the  County  Conunit- 
tee  finds  the  applicant  eligible,  it  will 
sign  Form  FmHA  440-2,  “County  Com¬ 
mittee  Certificatimi  or  Recommenda¬ 
tion."  This  form  will  be  retained  in  the 
County  Office  file. 

Administrative:  A.  After  County  Commit- 
tea  certiftemtSon  U  obtained,  the  County  Su~ 
perviaor  uHll: 

1.  Prapara  Form  FmHA  449-14,  "Condi¬ 
tional  Commitment  for  Ouarantee."  If  the 
loan  Is  within  his  approval  authority,  he  will 
list  any  specdal  conditions  of  approval  In 
the  spitce  provided  on  the  form.  Including 
requirements  for  security.  Improved  manage¬ 
ment  practices,  type  and  frequency  of  finan¬ 
cial  reports  required  but  not  proposed  by  the 
lender,  and  the  loan  subsidy  rate.  An  attach¬ 
ment  to  the  form  may  be  used  If  necessary. 
The  County  Supervisor  Is  authorized  to  exe¬ 
cute  Form  FmHA  449-14. 

2.  Prepare  and  distribute  Form  FmHA  440- 
1,  "Request  for  Obligation  of  Funds,”  In  ac- 
oordanoa  with  tha  Forms  Manual  Insert 
(Flfl) .  Ihe  Flnemoa  OfBoe  will  obligate  funds 
and  so  notify  the  County  Supervisor  by  for¬ 
warding  the  original  and  one  copy  of  Form 
FmHA  440-67,  "Acknowledgment  of  Obli¬ 
gated  Funds/Ckack  Bequest.”  When  the 
County  Supervisor  receives  notice  that  funds 
have  been  obligated,  he  will  notify  the  lender 
by  providing  him  a  copy  of  Form  FmHA 
449-14.  The  County  Supervisor  will  record 
the  actual  date  of  lender  notification  on  the 
remaining  copy  of  Form  FmHA  440-1  and 
make  such  copy  a  i>ermanent  part  of  the 
County  Office  loan  file. 

9.  Determine  If  a  project  is  located  In  a 
special  flood  or  mudslide  hazard  area.  (Refer 
to  Subpart  B  of  Part  1806  of  this  Chapter, 
FmHA  Instruction  436  J.) 

4.  Assure  that  equal  opportunity  and 
nondiscrimination  requirements  are  met. 
(Refer  to  1 1980.41  of  this  Chapter.) 

5.  Contact  the  District  Director  If  he  needs 
any  assistance. 

6.  Forward  the  loan  docket  to  the  appro¬ 
priate  approval  official  If  above  bis  approval 
authority. 

B.  The  appropriate  approval  official  vithin 
his  authority  tohether  Assistant  County  Su¬ 
pervisor,  County  Supervisor,  District  Direc¬ 
tor,  or  State  Director  will: 

1.  Set  f<M-th  any  special  conditions  of  ap¬ 
proval,  Including  requirements  for  security. 
Improved  management  practices,  type  and 
frequency  of  financial  reports  required  but 
not  proposed  by  the  lender  in  the  space  pro¬ 
vided  In  Form  FmHA  449-14  and  rct\irn  to 
the  County  Supervisor  for  execution  and 
proper  distribution. 

2.  Sign  original  and  one  eopy  of  Form 
FmHA  440-1  distributing  copies  In  aecmrd- 
ance  with  the  FMI  being  sure  the  lender 
receives  a  signed  copy, 

S.  Forward  ttie  loan  docket  to  the  National 
Office  for  approval  when  the  loan  exceeds 


the  State  Director's  authority  or  when  he 
needs  asststanoe  in  handling  any  complaints 
of  noncompllsmce. 

§  1980.116  Review  of  requirements. 

The  lender  and  apidicant,  after  re¬ 
viewing  approval  coudiiitHis  and  secu¬ 
rity  requirements  as  set  forth  In  Form 
FmHA  449-14,  should  complete  and  exe¬ 
cute  the  “Acceptance  or  Rejection  of 
Conditions”  and  return  a  copy  to  the 
Coimty  Supervisor.  If  the  conditions  can¬ 
not  be  met,  the  lender  and  applicant 
may  propose  alternate  conditions  to 
the  County  Supervisor.  These  alterna¬ 
tives  will  be  ccmsidered  by  the  County 
Supervisor  and  the  lender  will  be  advised 
of  his  decision.  If  altered  conditions  are 
acceptable.  Form  FmHA  449-14  will  be 
revi^. 

§  1980.117  Conditions  precedent  to  is¬ 
suance  of  tke  Loon  Note  Guarantee. 

•  a)  Refer  to  S  1980.60  of  this  Chapter. 

<b)  The  provlsion.s  under  $  1980.60(a) 
<2)  are  not  applicable  to  Farmer  Pro¬ 
gram  loans. 

Administrative:  A.  For  purposes  of  this 
Subport.  Form  FmHA  449-14  should  be  modi¬ 
fied  to  provide  thot  any  change  in  the  In¬ 
terest  rate  must  be  approved  by  the  FmHA 
Coimty  Supervisor. 

B.  The  County  Supervisor  will : 

1.  Consult  with  the  lender  and  applicant 
concerning  any  cbonges  mado  to  the  tnl- 
tlaily  Issued  or  proposed  Form  FmHA  449-14. 
A  c<^y  of  Form  FmHA  449-14  and  any 
ameudments  thereto  wUl  be  Included  in  the 
loon  file.  ^ 

2.  Review  the  loon  agreement  between  the 
borrower  and  lender  which  provides  for  the 
frequency  of  submission  of  financial  state¬ 
ments  to  the  County  Supervisor.  Quarterly 
financial  statements  should  be  required  on 
new  loans  needing  close  monitoring.  How¬ 
ever,  an  annual  analysis  report  will  always 
be  required. 

3.  Review  plans  for  Inspection  on  construc¬ 
tion  projects. 

4.  Review  cost  overruns,  if  any,  and  bow 
they  will  be  met. 

6.  Review  basic  credit  requirements  of  all 
loans. 

§  1980.118  Issuance  of  Lender’s  Agree¬ 
ment,  Loan  Note  Guarantee,  and  As¬ 
signment  Guarantee  Agreement. 

(a)  Refer  to  S  1980.60  of  this  Chapter. 

(b)  Dispositloii  of  a  guaraateed  ptH- 
tion  of  the  loan  may  be  made  only  after 
a  like  amount  of  guaranteed  loan  funds 
have  been  dlslMirsed  to  the  borrower. 

(c)  The  amount  to  be  entered  in  the 
blank  on  Form  FmHA  449-35.  paragrfq;>h 
X(c)  (5)  for  a  loan  secured  by  chattels 
will  be  the  lessor  of  $10,000  or  20  iier- 
cent  of  the  loan  for  OL  loan  purposes  and 
the  lessor  of  $25,000  or  20  percent  of  the 
loan  for  EM  loan  purposes. 

(d)  Paragraph  X(c)(10)  of  FOrm 
FmHA  449-35  will  be  changed  by  strik¬ 
ing  the  word  “semiannually,”  inserting 
the  word  “annually”  in  Its  place  and 
eliminating  the  words  “and  December 
31.” 

Administrative:  A.  par.  (o)  of  S  1980.S1 
The  original  Form  FmHA  449-35  will  be  kept 
In  the  County  Office. 

B.  par.  (b)  1  of  %  1980.61  Copy  (lea)  of  the 
Loan  Note  Ouarantee(s)  will  be  kept  In  the 
Coimty  Office.  Additional  oopy(les)  may  be 
retained  by  the  State  Office.  Copies  of  all  Is¬ 


sued  Doan  Note  Guarantees  will  be  kept  in 
the  loan  file. 

C.  par.  (b)  (3)  of  |  f  9M JJ  For  reporting 
purpoecs  where  multi-notes  are  Issued,  the 
loan  to  the  borrower  will  be  counted  as  one 
loan  regardless  of  the  number  of  notes 
Issued. 

§  1980.119  Sukslhutiou  ef  Lnan  Note 
Guarantee  for  Contract  of  Guarantee 
lASued. 

Refer  to  i  1960.61  of  this  Chapter.  As 
used  in  1  1980.61(b)(2),  the  term  “State 
Director”  will  be  construed  to  mean 
“County  Supervisor." 

Administrative:  County  Supervisor  will: 

1.  Verify  that  the  approval  requirements 
have  been  met. 

2.  Review  the  submitted  request  and.  If 
in  order,  send  the  guarantee  fee  and  guaran¬ 
tee  fee  report  to  tba  Finance  Office  with  a 
notation  of  the  date  the  new  Loan  Note 
Guarantee  wUl  be  Isaucd.  (Note:  The  sub¬ 
stitution  of  a  Loan  Note  Guarantee  for  the 
Contract  of  Guarantee  Is  not  to  be  considered 
as  a  new  loan  for  recordkeeping  purposes.) 

3.  Execute  Form  FmHA  449-35. 

4.  Complete  Form  FmHA  449-34,  "Loan 
Note  Guarantee,"  (appropriate  number  for 
attachment  to  each  note),  date  and  sign  the 
instrumMit.  The  foUowlzig  statement  wUl  be 
entered  at  the  top  of  the  form:  "This  Loan 
Note  Guarantee  Is  Issued  In  subatltution  of 

Contract  of  Guarantee  dated  _ 

_ ”  The  County  Supervisor  wUl  transfer 

from  the  C^ontract  of  Guarantee  all  Informa¬ 
tion  pertaining  to  the  Loan  Note  Ouarantee. 

5.  Cancel  the  original  Contract  of  Ouar¬ 
antee. 

6.  Transmit  to  the  lender  the  original 
Loan  Note  Ouarantee  and  a  copy  of  executed 
Lender's  Agreement.  Retain  in  the  loan  file 
copies  of  the  Loan  Note  Ouarantee  with  at¬ 
tached  original  cancelled  Oontract  of  Ouar¬ 
antee,  copy  of  a  Ouarantee  Fee  Report,  and 
the  original  Lender’s  Agreement. 

7.  Forward  the  guarantee  fee  and  the  orig¬ 
inal  of  Form  FmHA  449-19  “Guarantee  Fee 
Report,”  to  the  Finance  OOkce.  A  copy  of 
Form  FmHA  449-19  will  be  retained  In  the 
FmHA  loan  file. 

§t  1980.120-1980.122  [Reserved] 

§  1980.123  Transfer  and  assumption  of 
Fanner  Program  loans. 

ta)  All  transfen  and  assumptions 
must  be  approved  in  writing  by  RnHA 
(refer  to  S  1980.106(b)  (2)  of  this  Clus¬ 
ter  lor  approved  authorities) .  Such 
transfers  and  assumptions  must  be  to 
an  eligible  applicant.  F>ar  EM  loans,  only 
the  surviving  spouse,  who  Is  a  co-obligor, 
or  the  former  spouse,  who  Is  a  co-obligor, 
of  a  divorced  spouse,  or  the  remaining 
partner(s)  in  a  partnership  from  which 
one  or  more  of  the  jointly  obligated  part¬ 
ners  have  withdrawn  may  be  considered 
for  a  transfer. 

(b)  'Ihe  applicant  will  sutmiit  Fbrm 
FmHA  449-4,  "Statement  of  Personal 
HlstfMy,”  to  FtaHA  for  the  required 
character  evaluation  priew  to  the  execu¬ 
tion  of  the  Assiunption  Agreement. 

(c)  Available  transfer  and  assumption 
options  to  eligible  applicants  include  the 
following: 

(1)  The  total  indebtedness  may  be 
transferred  to  another  borrower  on  the 
same  terms. 

(2)  The  total  indebtedness  may  be 
transferred  to  another  borrower  on  dif¬ 
ferent  terms  not  to  exceed  those  terms 
for  which  an  initial  loan  can  be  made. 
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(S)  A  part  <it  th«  total  IndObtednesB 
majr  be  transferred  to  another  b<xrower 
on  the  same  terms. 

(4)  A  part  of  the  total  Indebtedness 
maj  be  transferred  to  another  borrower 
(m  different  terms. 

(d)  In  any  transfer  and  assumption 
case,  the  transferor,  including  any  guar> 
antor(s)  may  be  released  from  liability 
by  the  lender  with  FmHA  written  con¬ 
currence  only  when  the  value  of  the  col¬ 
lateral  being  transferred  is  at  least  equal 
to  the  amount  of  the  loan  or  part  of  the 
loan  being  assumed.  If  the  transfer  is 
for  less  than  the  oitlre  debt: 

(1)  FmHA  must  determine  that  the 
transferor  has  no  reasonaUe  debt-paying 
ability  considering  his  assets  and  in¬ 
come  at  the  time  of  the  transfer. 

(2)  The  FmHA  Coimty  Committee 
must  certify  that  the  transferor  has  co¬ 
operated  in  good  faith,  used  due  diligence 
to  maintain  the  collateral  against  loss, 
and  has  otherwise  fulfilled  all  of  the 
regulations  of  this  Subpart  to  the  best 
of  his  ability. 

(e)  Any  proceeds  received  from  the 
sale  of  secured  properly  before  a  trans¬ 
fer  and  assumption  will  be  credited  on 
the  transferor’s  guaranteed  loan  debt  in 
Inverse  order  of  maturity  before  the 
transfer  and  assumption  transaction  is 
closed. 

(f) .  When  the  transferee  makes  any 
cash  downpayment  in  connection  with 
the  transfer  and  assumption. 

(1)  The  lender  will  «npl(^  an  Inde- 
pradent  appraiser,  subject  to  concur¬ 
rence  of  both  the  transferor  and  trans¬ 
feree,  to  make  an  appraisal  to  determine 
the  fair  market  value  of  all  the  collateral 
securing  the  loan.  Such  appraisal  report 
fee  and  any  other  costs  related  thereto 
will  be  paid  by  the  transferor  and  the 
transferee  as  they  mutually  agree. 

(2)  Hie  market  value  of  the  secured 
prcmerty  being  acquired  by  the  trans¬ 
feree,  plus  any  addltimial  security  the 
transferee  proposes  to  give  to  secure  the 
debt  must  be  adequate  to  secure  the 
balance  of  the  total  guaranteed  loan 
owed,  plus  any  prior  liais.  If  any  cash 
downpayment  is  made,  it  may  be  paid 
directly  to  the  transferor  as  payment 
for  his  equity  in  the  project  provided: 

(i)  The  lender  recmnmends  and 
RnHA  aiH>roves  the  cash  downpayment 
be  rdeased  to  the  transferor.  The  lender 
and  FmHA  may  require  that  an  amount 
be  retained  for  an  established  period  of 
time  in  escrow  as  a  reserve  account 
as  security  for  use  against  any  future 
default  on  the  loan.  Any  interest  ac¬ 
cruing  on  such  an  escrow  amount  may 
be  paid  periodically  to  the  transferor. 

(ii)  Any  pasrmoits  that  are  to  be 
made  by  the  transferee  to  the  trans¬ 
feror  in  respect  to  the  downpayment 
do  not  suspend  the  transferee’s  obU- 
gatimi  to  continue  to  meet  the  guaran¬ 
teed  loan  payments  as  they  come  due 
imdM*  the  terms  the  assumption. 

(ill)  Ihe  transferor  must  agree  not 
to  take  any  actltms  against  the  trans¬ 
feree  in  connectioa  with  such  transfer 


in  the  future  without  first  obtaining  the 
approval  of  FmHA  and  the  lender. 

(iv)  ’The  lender  determines  that  there 
is  repayment  ability  for  the  guaranteed 
debt  assumed  and  any  other  indebted¬ 
ness  (ff  the  transferee. 

(g)  ’The  lender  will  issue  a  statement 
to  FmHA  that  the  transaction  can  be 
properly  transferred  and  the  c(mvey- 
ance  instnunents  will  be  filed,  regis¬ 
tered.  or  recorded,  as  appropriate,  and 
legally  permissible. 

(h)  FmHA  will  not  guarantee  any 
additional  loans  to  provide  equity  funds 
for  a  transfer  and  assumption. 

(i)  The  assumption  will  be  made  (m 
the  lender’s  fmm  of  assumption  agree¬ 
ment. 

(J)  The  assumpticm  agreement  must 
contain  the  FmHA  •case  number  of  the 
transferor  and  transferee. 

(k)  The  assumption  agreement  may 
change  loan  terms  only  if  the  changes: 

(l)  Have  been  previoudy  approved  in 
writing  by  FhiHA. 

(2)  Have  been  consented  to  by  any 
holder(s) . 

(3)  Have  been  consented  to  by  the 
transferor  (s)  (or  guarantor (s) )  who 
have  not  been  released  from  perscmal 
liability. 

(1)  The  interest  rate  to  be  paid  by 
the  assuming  parties  shall  be  the  same 
as  the  interest  rate  paid  by  the  trans¬ 
feror.  Any  new  repaarment  schedule 
needed  to  meet  the  repayment  ability 
of  the  transferee  may  cover  a  period 
not  to  exceed  that  authorized  in  Uiis 
subpart  for  the  type  of  locm  being  trans¬ 
ferred.  The  l^der’s  request  for  approval 
to  FmHA  will  be  accompanied  by: 

(1)  An  explanation  of  the  reasons 
for  the  proposed  change  in  the  loan 
terms. 

(2)  Certification  that  the  lien  position 
securing  the  guaranteed  loan  be  main¬ 
tained  or  improved,  proper  hazard  in¬ 
surance  will  be  c<mtinued  in  effect,  and 
all  ai^licable  Truth  in  Lending  require¬ 
ments  will  be  met. 

(m)  In  the  case  of  a  transfer  and 
assumption,  it  is  the  lender’s  respon¬ 
sibility  to  see  that  all  such  transfer  and 
assumptions  will  be  noted  on  all  originals 
of  the  Loan  Note  Guarantee(s) .  The 
lender  will  provide  FmHA  a  copy  of  the 
transfer  and  assumption  agreement. 

(n)  The  holder(s) ,  if  any,  need  not  be 
consulted  on  a  transfer  and  assumption 
case  unless  there  is  a  change  in  loan 
terms. 

Administrative:  A.  Loan  approval  officials, 
consistent  with  their  authority  to  approve 
guarantees,  may  consent: 

(1)  To  «11  transfer  and  assumption  cases. 

(2)  To  tbe  releases  of  the  transferor  and 
guarantor(s)  from  UabUlty  on  the  loan  and 
wUl  notify  the  lender  and  the  appropriate 
parties  of  the  decision  in  writing. 

(3)  To  any  changes  in  the  loan  terms  pro¬ 
vided  the  holder (s).  If  any.  and  lender  agree. 

B.  The  Loan  Note  Guarantee  will  be  Mf 
dorsed  In  the  space  provided  on  the  form. 

C.  A  copy  of  tbe  Assumption  Agreement 
wlU  be  retained  In  the  County  Office  file.  Tba 
County  Supervisor  wUl  notify  tiie  Flnywie 
Office  of  all  approved  transfer  and  assump¬ 
tion  cases  so  that  Finance  Office  records  may 
be  adjusted  accordingly. 


8  1980.124  Renewal  and  reamortiaa- 
lion. 

All  borrowen  are  expected  to  repay 
their  guaranteed  Farmer  Program  loans 
according  to  the  planned  repayment 
schedules.  However,  circumstances  may 
occur  which  will  not  permit  them  to  pay 
as  scheduled  <»*  to  rejlnance  their  loans 
without  a  guarantee.  This  sectlcm  pre¬ 
scribes  the  pedicles  and  procedures  for 
reamortizing  and/or  renewing  such 
loans. 

(a)  Reamortization.  The  lender  with 
the  concurrence  of  FmHA  and  any  holder 
may  agree  to  reamortize  the  balance  of 
a  Farmer  Program  loan  provided: 

(1)  For  OL  and  EM  loans  (made  for 
operating  purposes) .  the  reamortlzed  re¬ 
payment  period  for  an  operating  type 
loan  does  not  exceed  seven  years  from 
the  date  of  the  initial  note. 

(2)  The  security  instrument  and  note 
will  secure  the  reamortlzed  loan. 

(3)  For  FO,  SW,  RL,  and  EM  loans 
(made  for  Real  Elstate  purposes)  secured 
by  real  estate,  the  repayment  period  for 
the  real  estate  locm.  Initially  scheduled 
for  repayment  in  not  more  than  40  years, 
may  be  reamortlzed  for  a  repayment 
period  that  will  not  extend  the  repay¬ 
ment  period  beyond  40  years  from  the 
date  of  the  original  note. 

(b)  Renewal.  An  OL  and  EM  operat¬ 
ing  tsrpe  loan,  initially  scheduled  or  re¬ 
amortized  for  r^wyment  in  not  mOTe 
than  7  years,  may  be  roiewed  with  the 
concurrence  of  fhiHA  and  any  holders 
for  up  to  5  additional  jeara  at  the  end 
of  the  7-year  period.  The  renewal  and 
any  combination  of  initial  and  sub¬ 
sequent  renewals  will  not  extend  the  re¬ 
payment  period  bey<md  12  years  from 
the  date  of  the  original  note. 

(c)  The  renewed  or  reamortized 
promissory  note  will:  (1)  Not  Increase 
the  amount  of  principal  which  the  Ixh*- 
rower  would  have  been  required  to  pay 
if  the  reamortization  or  renewal  had  not 
been  made. 

(2)  Require  the  borrower  to  pay  the 
Interest  rate  to  the  lender  in  ^ect  at 
the  time  of  renewal  or  reamewtization, 
except  for  EM  loans  at  5 -percent  interest 
rate. 

(3)  Describe  the  note  being  reamor¬ 
tlzed  or  renewed  and  state  that  the  in¬ 
debtedness  evidenced  by  said  note  is  re- 
ammtized  or  renewed  but  not  satisfied. 
The  original  note  must  be  retained  for 
identification  purposes. 

(d)  Security  instruments  will  be  re¬ 
quired  as  necessary  when  a  loan  is 
renewed  or  reamortlzed. 

§§  1980.125-1980.128  [Reserved] 

§  1980.129  Planning  and  performing 
development. 

The  lender  is  responsible  for  seeing 
that  any  buildings  or  other  improve¬ 
ments  or  major  land  development  to  be 
provided  with  loan  funds  are  properly 
completed  within  a  reasonable  period  of 
time,  and  that  they  are  free  of  any 
mechanics,  materialmen’s  or  other  Ums 
that  would  affect  the  lien  priority  which 
tbe  lender  advised  PhiHA  that  the 
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lender's  security  Instruments  would 
have.  All  major  construction,  major  re¬ 
pairs,  and  major  land  development  must 
be  performed  under  contract.  As  so(m 
as  such  construction,  repair,  or  land  de¬ 
velopment  involving  use  of  locm  funds 
has  been  completed  in  accordance  with 
the  plans  and  specifications  submitted  to 
FmHA  in  connection  with  the  Request 
for  Locui  Note  Guarantee,  Form  FmHA 
449-11,  “Certificate  of  Acquisltimi  or 
Construction,”  will  be  provided  by  the 
County  Supervisor.  This  form  will  be 
used  by  a  lender,  borrower,  and/or  con¬ 
tractor  to  certify  that  security  pr<H>erty 
has  been  acquired  or  construction  per¬ 
formed  as  previously  agreed  by  the 
lender  and  concurred  in  by  nnHA.  The 
lender’s  responsibility  in  connection  with 
construction  includes  but  is  not  limited 
to: 

(a)  Compliance  with  applicable  laws, 
ordinances,  codes,  and  re^atioi;is. 

(b)  Adequacy  of  plans,  specifications, 
and  estimates. 

(c)  Sufficiency,  quality,  and  rights  to 
adequate  water  supply. 

(d)  Method  of  c(Mistruction  or  devel¬ 
opment. 

(e)  Awarding,  execution,  and  provi¬ 
sions  of  cmistruction  or  developmoit 
contracts,  and  bonding  of  contractors 
when  necessary. 

(f)  Seeing  that  all  equal  oiH>ortunity 
and  nondiscrimination  requirements  are 
met.  (Refer  to  t  1980.41  of  this  Chapter.) 

(g)  Seeing  that  construction  or  de¬ 
velopment  is  performed  expeditiously 
and  properly,  including  inspection  of 
sites  and  construction  or  development  in 
various  stages  of  completion  to  deter¬ 
mine  that  the  work  and  material  con¬ 
form  with  the  plans  and  specifications 
and  any  other  requirements. 

(h)  Limiting  periodic  or  partial  pay¬ 
ments  for  construction  or  develc^ment 
to  a  reasonable  percentage  of  the  actiial 
value  of  work  and  material  in  place. 

(1)  Making  final  payment  only  after 
final  inspection  has  been  made  and  the 
construction  or  development  has  been 
found  proper  in  all  respects. 

(j)  Ascertaining  that  after  planned  de¬ 
velopment  is  completed,  the  development 
is  free  of  any  claims  or  liens  from  labor¬ 
ers.  materialmen,  contractors,  subcon¬ 
tractors,  or  other  parties. 

Administrative:  A.  The  County  Supervisor 
will: 

<1)  Determine  that  the  construction,  re* 
pair  or  land  development  has  been  satis¬ 
factorily  completed. 

(2)  Forward  to  the  lender  for  completion 
and  execution  by  the  lender,  borrower  and 
contractor,  Form  FmHA  440-11. 

§  1980.130  I»an  servicing. 

The  lender  is  responsible  for  loan  serv¬ 
icing.  Refer  to  paragraph  X  of  Form 
FmHA  449-35,  Appendix  B  of  Subpart  A 
of  this  Part. 

Administrative:  A.  While  the  lender  hae 
the  responsibility  for  loan  servicing  and  pro¬ 
tecting  the  oollateral,  the  County  Super¬ 
visor  la  responsible  for  seeing  that -required 
servicing  la  properly  aceompUahed.  Loan 
aervldng  la  a  preventive  rather  than  a  cura¬ 
tive  aotloa.  Prompt  foOowup  on  dellnqueint 
payments  and  early  recognition  and  solution 


of  problema  are  keys  to  resolving  many  de¬ 
linquent  loan  cases. 

B.  The  County  Supervisor  will:  (1)  Make 
timely  Investlgatioiu  during  acquisition  or 
development  and  at  least  annually  thereafter 
to  determine  whether  any  sec\irlty  property 
that  was  to  be  acquired  or  oonstruoted  after 
Issuance  of  the  Loan  Note  Guarantee  has 
been  acquired  or  constructed,  and  whether 
the  guaranteed  loan  la  being  property  serv¬ 
iced.  If  a  problem  develops  the  County  Super¬ 
visor  will  promptly  contact  the  lender  to  re¬ 
solve  It. 

(2)  Review  all  borrowers  financial  state¬ 
ments  furnished  by  the  Lender  and  win 
take  the  apprc^rlate  servicing  action  re¬ 
minding  the  lender  of  his  servicing  reqi>onsi- 
blllties.  Refer  to  paragraph  X  of  Form  FmHA 
449-36. 

(3)  Immediately  contact  the  District  Direc¬ 
tor  when  notified  by  the  lender  of  borrower's 
failure  to  fulfill  any  conditions  of  the  loan 
approval  conditions  to  determine  the  action 
to  be  taken. 

(4)  Notify  the  District  Director  In  writing 
upon  receipt  of  notice  from  the  lender  when 
any  guaranteed  loan  is  delinquent  more  than 
30  days  or  when  the  loan  otherwise  appears 
to  be  develc^lng  into  a  problem  case.  Refer 
to  paragri^h  XI  of  Form  FmHA  449-35. 

(5)  Establish  an  office  management  system 
for  guaranteed  loans  in  accordance  with 
guidelines  available  In  all  FmHA  offices 
(FmHA  Instruction  406.1)  to  Insure  timely 
followup  on  all  required  financial  state¬ 
ments,  and  any  special  requirements  for  loan 
servicing  conditions. 

(6)  Notify  the  Finance  Office  when  the 
lender  makes  any  protective  advances. 

(7)  Submit  to  the  Finance  Office  annually. 
Immediately  after  June  80  of  each  year,  the 
lender’s  statement  required  In  paragraph 
X  C  10  of  Form  FmHA  449-36,  reflecting  the 
unpaid  principal  balances  on  the  loan. 

C.  District  Director  will:  (1)  Assure  that 
the  County  Supervisor  carries  out  his  duties 
properly. 

(2)  Accompany  the  Ciounty  Supervisor  on 
initial  field  visits  to  the  borrower’s  place  of 
business  and  at  least  annually  thereafter. 
Such  visits  should  be  coordinated  with  the 
lender. 

(3)  Provide  guidance  and  assistance  to  the 
County  Supervisor  if  a  loim  deve)<^  Into  a 
problem  case. 

(4)  Review  all  Field  Visit  Reports  and 
make  recommendations  or  comments  and 
transmit  them  to  the  State  Director,  If 
necessary. 

D.  FmHA  servicing  authorizations.  For 
loans  In  amounts  not  in  excess  of  their  loan 
approval  authority.  FmHA  officials  are  au¬ 
thorised  to  ^>prove  or  concur  In; 

(1)  Alterations  In  the  loan  approval  con¬ 
ditions  which  will  not  prejudice  the  Govern¬ 
ments’  Interest. 

(2)  Any  replacement  or  collateral  for  the 
loan. 

(3)  All  lien  coverage  and  lien  inrlorltles  on 
the  collateral  established  by  the  lender  be- 
tora  Issuance  of  the  Loan  Note  Guarantee. 

(4)  Any  deferment  and  reamortlzatlon  of 
the  loan  In  ooncxurence  with  the  lender. 

(6)  Use  of  proceeds  from  disposition  of 
collateral  meeting  the  provisions  of  para¬ 
graph  X  of  Form  FmHA  449-35. 

E.  National  Office  assistance.  State  Direc¬ 
tors  may  consult  with  the  National  Ofllce 
on  any  servicing  problem,  and  If  It  cannot  be 
handled  at  the  State  lev^,  the  file  will  be 
forwarded  to  the  National  Office  with  pro¬ 
posed  recommendations. 

s§  1980.131-1980.135  [Reserved] 

§  1980.136  Protective  advances. 

Refer  to  paragraph  Xm  (tf  Form 
FmHA  449-35. 


Administrative:  A.  It  la  not  Intended  that 
protective  advances  be  made  In  lieu  of  addi¬ 
tional  loans. 

B.  Tlie  County  Supervisor  is  authorized  to 
approve  all  protective  advances  and  will  con¬ 
sider  the  following  when  approving  such  ad¬ 
vances: 

(1)  The  total  amount  ot  outstanding  ad¬ 
vances,  the  amount  of  those  tor  which  iq>- 
proval  Is  requested,  the  outstanding  loan 
balance,  whether  the  aocoum  is  current,  and. 

If  not,  the  extent  of  the  delinquencies. 

(2)  The  borrower's  ability  to  pay  the  re¬ 
maining  loan  balance  and  any  future  ad¬ 
vances  In  accordance  with  the  existing  re¬ 
payment  schedule. 

§§  1980.137-1980.138  [Rcser>edl 

§  1980.139  Termination  of  Ixian  IVuie 
Guarantee. 

Refer  to  paragnqih  12  of  Form  FmHA" 
449-34. 

Administrative:  The  Coimty  Supervisor 
will  advise  the  Finance  Office  when  a  Loan 
Note  Guarantee  is  terminated. 

8§  1980.140-1980.144  [Reserved] 

§  1980.145  Defaults  by  borrower. 

(a)  Refer  to  paragraph  XI  of  Form 
FmHA  449-35,  Appendix  B  ot  Subpart  A 
of  this  Part. 

(b)  The  lender  will  arrange  with  the 
County  Supervisor  a  meeting  with  the 
borrower  to  restdve  the  problems. 

(c)  A  memorandum  of  the  meeting,  a 
list  of  the  individuals  vdio  attend,  a  sum¬ 
mary  of  the  problmn  and  pnxios^  solu- 
tifms  will  be  retained  in  the  lender’s 
loan  file  and  a  c<8>y  will  be  submitted  to 
the  County  Supervlsm:. 

Administrative:  A.  The  Coimty  Supervisor 
monltmrlng  the  loan  will  coordinate  and 
process  any  request  for  FoiHA  to  purehass 
when  the  holder  (s)  are  located  in  close  prox¬ 
imity  to  the  local  lender.  If  several  holders 
are  located  outside  the  area,  the  State  Direc¬ 
tor  wUl  handle  the  transaction  and  notify 
the  Coimty  Supervisor. 

B.  The  County  Supervisor  will  review  the 
material  submitted,  verify  the  amounts  due 
the  holder  (s).  and  transmit  the  request  by 
memorandum  to  the  State  Director.  Copies 
of  evidence  of  ownership  will  be  Included. 
Any  original  evldenoe  of  ownership  erlU  be 
retained  In  the  County  Office.  A  proposed 
payment  date  will  be  established  In  order  to 
calculate  the  Interest  due  the  holder  (s). 

C.  The  County  Supervisor  will  verify  the 
amounts  payable  to  the  bolder  and  assure 
that  all  necessary  material  has  been  ob¬ 
tained.  The  Coimty  Supervisor  wUl  request  a 
check  to.  pay  the  holder(s)  on  the  iq>pro- 
prlate  date  entry  form.  The  Finance  Office 
wUl  forward  the  check  within  10  days  after 
receipt  of  the  request. 

D.  Any  evidence  of  ownership  retained  in 
the  County  Office  wlU  be  considered  In  any 
future  report  of  loss  calculations.  A  record  of 
any  purchase  will  be  maintained  in  the  loan 
file. 

§  1980.146  LiquklaUon. 

Refer  to  paragraph  xn  of  Form  FmHA 
449-35. 

Administrative:  A.  District  Director  deter¬ 
mines  which  FmHA  personnel  will  attoid 
meetings  with  the  lender. 

B.  Form  FmHA  449-3S.  paragraph  XII  B. 
FmHA  will  exercise  the  option  to  liquidate 
only  when  there  Is  no  reason  to  believe  the 
lender’s  liquidation  plan,  will  likely  not  re¬ 
sult  In  maximum  recovery.  District  DIreetan 
are  authorlaed  to  approve  lender  liquidation 
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plans  or  exerclas  the  FmHA  option  to  llqui* 
date. 

C.  Form  FmHA  449-35,  paragraph  XII  D. 
County  Supervisors  are  responsible  for  seeing 
that  the  lender  oomplles  with  the  require¬ 
ments  of  paragraph  X-H  D.  The  ooncurrenoe 
of  the  District  Director  will  be  necessary  be¬ 
fore  the  Coimty  Supervisor  naay  accept  the 
accounting  reports  as  submitted  by  the 
lender  before  submission  of  such  reports  to 
the  lender  when  FmHA  Is  conducting  liqui¬ 
dation. 

D.  Form  FmHA  paragraph  XII  K  2. 

County  Supervisors  are  authorised  to  accept 
Report  of  Loss  determinations  on  Form 
FmHA  449-30  "Loan  Note  Ouarantee  Report 
of  Loss,"  In  those  cases  where  loss  will  not 
exceed  $35,000;  District  Directors  for  loss  not 
to  exceed  $100,000;  and  State  Directors  for 
all  others.  The  State  Director  will  submit 
Form  FmHA  440-30  to  the  Finance  Office 
for  payment  of  any  losses.  The  Finance  Office 
will  forward  loss  payment  checks  within  10 
days  of  the  receipt  of  the  request  to  the 
County  Supervisor  for  delivery  to  lender. 

B.  Form  FmHA  449-35,  paratraph  XII  S  3. 
Final  loss  payments  will  Im  made  adthln  the 
60  days  required  but  only  after  a  review  has 
been  made  to  assure  all  collateral  for  the 
loan  has  been  properly  accounted  for.  State 
Directors  are  responsible  for  seeing  that  such 
reviews  are  acccanpllshed  in  time  to  be  evalu¬ 
ated  arul  accepted  or  otherwise  resolved  with¬ 
in  the  eo-day  period.  Cormty  Supervisors 
may  conduct  such  reviews  when  the  loss 
does  not  exceed  $35,000;  District  Directors 
$100,000;  and  State  Directors  for  amounts  not 
to  exceed  their  loan  approval  authority.  All 
reviews  Involving  losses  In  excess  of  the 
amounts  equal  to  the  State  Director's  loan 
approval  authwlty  will  be  submitted  to  the 
National  Office  tor  review.  If  the  State  Di¬ 
rector  wishes  National  Office  asslstanoe  In 
the  conduct  of  any  review,  he  may  so  request. 

§  1980.147  Graduation. 

(a)  All  borrowers  will  be  advised  that 
their  loans  will  be  reviewed  for  “gradua¬ 
tion’*  by  the  lender  and  FfnHA,  5  years 
(for  and  EM  loans  for  operating  pur¬ 
poses  or  10  years  for  FO,  RL.  SW,  and 
EM  loans  for  real  estate  purposes)  after 
they  are  received  and  every  other  year 
thereafter.  They  will  also  be  advised  that 
they  are  required  to  refinance  if  other 
credit  is  available  even  though  their 
loans  have  not  fully  matured. 

(b)  When  the  lender  and/or  PmHA 
determine  that  the  borrower  is  clearly 
eligible  to  graduate  to  conventional 
credit  without  a  guarantee  and  the  bor¬ 
rows  is  so  informed  and  given  adequate 
tim«»  to  graduate,  but  refuses  to  do  so.  the 
lender  will  accelerate  the  loan  and  carry 
out  liquidation  proceedings  against  the 
borrower. 

Administrative:  A.  The  County  Supervisor: 

1.  Is  responsible  for  seelDg  that  the  gr&du- 
ati<Hi  policies  are  carried  out. 

a.  Should  contact  the  District  Director  if 
further  assistance  is  needed. 

§§  1980.148-1980.152  [Reserved] 

S  1980.153  FmHA  forms. 

Refer  to  8  1980.83  of  this  Chapter. 

S  1980.154  Memorandae  of  Understand¬ 
ing  or  other  items 

The  f  (dlowlng  itnns  also  apply  to  this 
Sulwart. 

(a)  RnHA  and  Extension  Service 
(Sitipart  B  of  Part  2000) . 


(b)  RnHA  and  8C8  (Subpart  D  of 
Part  2000). 

(c)  FmHA  and  SCa  ASCS,  and  FCIC 
(Subpart  M  of  Part  2000) . 

(d)  FmHA  and  FCIC  (Subpart  N  of 
Part  2000) . 

(e)  FmHA  and  Farm  (Tredit  Adminis¬ 
tration  (Appendix  I  to  Subpart  A  of  Part 
1821  of  this  Chapter;  FmHA  Instruc- 
tkm  443.1,  Exhibit  A) . 

(f)  FmHA  and  8BA  (Appendix  H  to 
Subpart  A  of  Part  1832  of  this  Cihapter 
and  Subpart  O  of  Part  2000  of  this  Chap¬ 
ter;  FmHA  Instniction  441.2). 

(g)  FmHA  and  FDAA  (Appendix  I  to 
Subpart  A  of  Part  1832  of  this  Chfti>ter; 
PmHA  Instructiim  441.2). 

(h)  FmHA  and  ASCS  (Appendix  m  to 
Subpart  A  of  Part  1832  erf  this  CThapter; 
FYnHA  Instruction  441.2). 

General  Administrative:  A.  Office  of  the 
General  Counsel  {008) :  In  performing  ths 
FmHA  functions  with  respect  to  Former  Pro¬ 
gram  loons,  the  advice  and  assistance  erf 
OOC  may  be  sought  and  fOUowed  on  any 
legal  matter.  However.  In  loan  malting,  it  is 
the  reaponsibUity  of  the  lender  to  ascertain 
that  aU  reqtilrements  for  making,  securing, 
and  servidi^  the  loan  are  dtUy  met.  If  FmHA 
has  any  questions  concerning  the  leader's 
resolution  of  these  matters,  it  should  con¬ 
sult  with  OOC. 

B.  Delegation  o/  authoritg:  Ihe  State  Di¬ 
rector  may  delegate  to  his  staff  those  ad¬ 
ministrative  duties  and  responsibiUties  stipu¬ 
lated  in  the  Administrative  sections  of  this 
Subpart. 

§§  1980.155-1980.169  [Reserved] 

§  1980.170  Emergenry  loans. 

This  section  contains  procedures  for  all 
Emergoicy  (EM)  loans  guaranteed  by 
the  PmHA. 

(a)  Objectives.  The  basic  objectives  of 
EM  loan  guarantees  are  to  provide  finan¬ 
cial  assistance  to  eligible  farmers,  randb- 
ers,  and  aquaculture  operators  to  cover 
losses,  make  major  adjustments,  pay  op¬ 
erating  expenses,  and  provide  for  other 
essential  needs  so  that  they  may  main¬ 
tain  sound  fanning,  livestock,  or  aqua¬ 
culture  operations.  No  celling  has  been 
establish^  on  the  size  of  operations  that 
may  be  financed  with  EIM  loans  or  on 
the  size  of  locms  that  may  be  made. 

(b)  EUgibmtjf.  To  be  eligible  for  a 
guaranteed  EM  loan,  an  applicant  must: 

(1)  Be  unable  to  obtain  sulBcienit  credit 
elsewhere  to  finance  his  actual  needs  at 
reasonable  rates  and  terms  taking  Into 
conslderatkm  prevailing  private  and  co¬ 
operative  rates  and  terms  in  the  emn- 
munity  in  or  necur  which  the  applicant 
resides  for  loans  for  similar  purposes  and 
periods  of  time.  The  applicant’s  equity 
in  real  estate,  chattels,  and  other  assets 
will  be  considered  In  determining  his 
ability  to  obtain  such  credit  from  other 
sources  without  a  guarantee.  For  part¬ 
nerships  or  corporatkms,  the  principal 
partners  or  princlpcJ  stockholdms,  either 
individually  or  ccrflectlvely,  must  be  un¬ 
able  to  obtain  the  required  funds  with 
their  own  resources  or  with  credit  ob¬ 
tained  by  them  from  other  sources.  Any 
partner  or  stockholder  owning  or  con- 
tnrfling  a  20  percent  interest  in  a  part¬ 
nership  or  a  corporation’s  stock  is  con¬ 


sidered  a  principal  partner  or  stock¬ 
holder.  If  no  partner  or  stockholder 
owns  or  controls  at  least  a  20  percent 
interest,  all  partners  or  stockholders  will 
be  considered  as  principal  partners  or 
stockholders.  The  facts  concerning  the 
findings  in  either  case  must  be  docu¬ 
mented. 

(2)  Be  a  citizen  of  the  United  States, 
if  an  individuaL  If  a  partnership,  the 
partner  who  manages  the  farming, 
ranching,  or  aquaculture  operation  must 
be  a  citizen  of  the  United  States  and  the 
other  partner(s)  must  be  either  a  citi- 
zen(8)  of  the  United  States  or  reside  in 
the  United  States  after  being  legally  ad¬ 
mitted  for  permanent  residence  or  on  in¬ 
definite  parole.  If  a  corporation,  the  cor- 
poratlcm  must  be  incorporated  under  the 
laws  of  the  United  States  or  any  State 
thereof,  and  the  stockholder  who  man¬ 
ages  the  fanning,  ranching,  or  aquacul¬ 
ture  operation  must  be  a  citizen  of  the 
United  States,  and  more  than  50  percent 
of  the  outstanding  stock  in  the  corpora¬ 
tion  must  be  owned  by  citizens  of  the 
United  States.  If  any  of  the  corpora¬ 
tion’s  stock  is  owned  by  ncm-citlzais  they 
must  reside  in  the  United  States  after 
being  legally  admitted  for  permanent 
residence  or  on  indefinite  parole.  Also, 
the  corporation  must  be  authorised  to 
conduct  fanning  operations  in  the  State 
in  which  the  farming  operation  is  con¬ 
ducted. 

(i)  One  or  more  ot  the  following 
sources  of  information  should  be  used  in 
determining  whether  irfipUcants  qualify 
for  EM  loans  as  a  partnership. 

(A)  Written  pcuixiershlp  agreements 
that  set  forth  the  farming  arrangements 
and  ownership  of  property  before  the 
start  of  (^ration. 

(B)  Agricultural  Stabilization  and 
Conservation  Service  {A8CB)  Coimty 
OfBce  Records. 

(C)  Local  bank  and  Production  Credit 
Association  records. 

(D)  Invoices  and  receipts  showing 
purchase  of  farm  supplies,  livestock,  and 
machinery. 

(E)  Records  or  receipts  from  sale  of 
farm  production  products  or  c(»nmodl- 
tles. 

(F)  Written  farm  rental  agreements. 

(G)  Income  tax  returns  and  personal 
property  tax  records. 

(H)  Financial  statements. 

(11)  When  an  EM  loan  is  made  to  a 
corporatiem  or  partnership,  only  one  EM 
loan  can  be  made  to  the  entity  con¬ 
stituting  the  fanning  operation.  How¬ 
ever,  an  individual  stocl^trfder  or  part¬ 
ner  may  obtain  a  separate  EM  loan  to 
cover  losses  in  a  separate  farming  opera- 
tion  which  he  is  conducting  as  an  in¬ 
dividual  on  a  different  farm  tract. 

(ill)  Individual  members  of  a  part¬ 
nership  will  not  receive  individual  loans 
to  finance  their  interest  in  the  Joint  or 
partnership  fanning  operation.  The  part¬ 
nership  will  be  cofisidered  for  one  loan 
to  cover  the  loss  in  its  fanning  opora- 
tlon.  If  the  members  ot  a  partnership 
change  after  the  disastM’.  the  new  part¬ 
nership  may  be  considered  for  a  loan 
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provided  no  substitutes  other  than  heirs 
or  remaining  partners  are  Involved. 

(3)  Be  an  established  fanner  doing 
business  as  an  Individual,  partnership, 
or  corporation,  either  as  an  owner-oper¬ 
ator  or  tenant,  who  manages  the  farm¬ 
ing  operations.  If  the  applicant  is  a  part¬ 
nership  or  corporation.  It  must  be 
engag^  primarily  In  fanning  operatlcms 
and  the  operatlon(s)  must  be  managed 
by  one  of  the  partners  or  stockholders. 
An  aimllcant  who  does  not  devote  full 
time  to  his  farming  operation  may  be 
considered  as  the  manager  provided  he 
(or  the  managing  partner  or  stock- 
h(dder)  visits  the  farm  at  sufficiently 
frequent  Intervals  to  exercise  control  and 
see  that  the  operations  are  being  carried 
on  properly  pursuant  to  his  direction. 
Any  <H>eration  that  Involves  a  full-time 
hired  manager  or  management  service 
does  not  qualify  regardless  of  the  niun- 
ber  of  visits  made. 

(4)  Operate  in  a  county  or  counties 
In  which  EM  loans  are  authorized  to  be 
made  under: 

(I)  A  designation  by  the  Federal  Dis¬ 
aster  Assistance  Administration  (FDAA) 
pursuant  to  a  Presidential  declaration 
of  a  major  disaster  or  emergency. 

(II)  A  natural  disaster  designated  by 
the  Secretary  of  Agriculture. 

(III)  A  State  Director’s  authorizatlcm 
when  25  or  less  farmers,  ranchers  or 
aquaculture  operators  are  substantially 
affected  by  the  natural  disaster. 

(5)  Have  suffered  qualifying  iH-oduc- 
tion  losses  or  property  damage  In  a  de¬ 
clared  or  designated  county  or  counties. 
Such  losses  or  damages  must  be  a  direct 
result  of  the  qualifying  disaster  and  the 
losses  or  damages  must  have  occurred 
during  the  Incidence  period.  A  statement 
of  loss  or  damage  will  be  obtained  from 
the  applicant  on  Form  FmHA  441-22, 
“Certiflcatkm  of  Disaster  Losses.” 

(I)  For  productimi  losses  the  aiq?li- 
cant  must  have  actually  suffered  at  least 
a  20  percent  loss  of  a  normal  per  acre 
production  or  animal  production  in  one 
or  more  basic  single  farming  enterprises 
as  a  direct  result  of  the  designated  dis¬ 
aster.  Cmnpensatlcm  for  losses  to  an  en¬ 
terprise  from  a  disaster  through  Inst¬ 
ance  or  Oovemmoit  program(s)  benefits 
which  the  sq>plicant  Is  not  obligated  to 
repay  reduces  the  applicant’s  actual  loss 
by  tire  amount  of  such  compensation 
for  purposes  of  this  20  percent  loss  test 
Losses  to  farming  rateiprises  located  In 
a  county  or  counties  which  have  not 
been  designated  caimot  be  used  in  deter¬ 
mining  the  amount  of  the  loss.  However, 
productlcm  in  a  non-deslgnated  coun- 
ty(ies)  must  be  Included  in  the  compu¬ 
tation  oi  normal  year’s  iH*oductlon  as 
part  of  the  total  farming  operation.  Pro¬ 
duction  loans  will  be  shown  on  Form 
FmHA  441-22  In  accordance  with  the 
FML 

(II)  Physical  damages  or  losses,  not 
compensated  by  insiuance  or  otherwise, 
to  farm  dwellings  Including  home  equip¬ 
ment  furnishings,  po-sonal  possessions, 
farm  service  buildings,  and  facilities, 
land  and  water  resources,  farm  supplies 
Including  harvested  or  stored  crops,  and 
livestock  essoitlal  to  normal  farm  oper- 
atlcms  qualify  an  applicant  for  a  locm 


to  repair,  replace,  or  restore  such  prop¬ 
erty  or  to  reimburse  Uie  iqH>llcant  for 
costs  Incurred  for  such  purposes.  Physi¬ 
cal  losses  In  a  non-deslgnated  eoun- 
ty(ies)  are  not  eligible  for  a  EM  loan. 
Sheet  erosion  does  not  qualify  as  a  phys¬ 
ical  loss.  The  t^yslcal  losses  will  be 
shown  on  Form  FmHA  441-22. 

(0)  Show  an  Intent  to  continue  oper¬ 
ations  after  the  disaster.  Those  ai^- 
cants  who  may  have  stopped  temporarily 
because  of  the  disaster  loss  or  damage 
to  their  operation  but  Intend  to  c<mtlnue 
with  EM  loan  assistance  will  be  cmisid- 
ered  to  meet  this  requirement 

(7)  Possess  the  le^  capacity  to  con¬ 
tract  for  the  loan. 

(8)  Have  the  character,  managerial 
competence,  ability.  Industry,  and  ex¬ 
perience  necessary  to  carry  out  the  pro¬ 
posed  farming  operatl<ms  to  assure  a 
reas(Hiable  prospect  for  success  with  the 
assistance  of  the  loan,  and  will  honestly 
endeavor  to  carry  out  the  undertakings 
and  obligations  required  In  connection 
with  the  loan. 

(c)  Determining  losses  and  maximum 
amount  of  loan  for  actual  losses.  (1) 
Production  loss.  To  determine  eligibility 
for  a  loan  based  on  production  losses,  the 
lender  must  determine  first  which  single 
enterprises  are  basic  enterprises  (Refer 
to  1  1980.106(b)  (9)  (1) ).  Production  loss 
is  defined  as  a  reduction  in  the  nmmal 
level  of  productimi  of  crops,  livestock,  or 
acquatic  organisms.  Livestock  increases 
(1.6.,  calves,  pigs,  etc.)  are  considered  in 
detmnining  production.  ReducUcms  in 
the  production  of  livestock  products  due 
to  losses  resulting  to  crops  to  be  fed  to 
or  pastures  to  be  grazed  by  livestock 
will  not  be  considered  as  productlm 
losses  when  feed  is  available  for  pur¬ 
chase,  regardless  of  the  cost  of  the  feed. 
When  the  disaster  has  severely  disrupted 
the  usual  feeding  pattern  of  a  livestock 
enterprise  because  of  an  extended  utilitir 
failure  or  inacoessability  to  the  livestock, 
a  loss  in  production  (i.e.  milk,  eggs, 
weight  loss,  etc.)  may  be  calculated  based 
(m  the  reduction  from  normal  produc¬ 
tion  for  the  dlsrupUim  period  and  the 
period  needed  to  bring  production  to  the 
normal  level.  When  the  gross  farm  In¬ 
come  has  been  determined  and  (me  or 
more  basic  enterprises  (as  defined  In 
S  1980.106(b)  (9)  (1) )  has  suffered  at  least 
a  20  percent  loss  of  normal  productl(m 
f (M*  the  disaster  year,  the  amount  of  the 
production  loss  can  be  determined  by 
subtracting  the  disaster  year’s  gross  in¬ 
come  from  the  normal  gross  income  and/ 
or  adding  to  that  result  the  amount  of 
any  losses  resulting  to  crops  to  be  fed 
to  or  pastiues  to  be  grazed  by  livestock 
determined  as  provided  in  S  1980.170(c) 
(l)(iv)  to  establish  the  amount  of  ac¬ 
tual  loss  which  will  establish  the  maxi¬ 
mum  producticm  loss  loan.  All  calcula¬ 
tions  will  be  recorded  by  the  lender  on 
Form  FmHA  441-26.  Any  claims  for  pro¬ 
duction  losses  that  seem  to  be  unreason¬ 
able  will  be  checked  carefully. 

(1)  Normal  year's  pnxluctlon  will  be 
determined  on  the  basis  of  the  per  acre 
or  animal  producticm  for  the  highest  4 
out  iff  5  years  immediately  preceding  the 
year  in  which  the  disaster  occurred.  The 
applicant  may  select  and  eliminate  one 
year  out  of  the  5  years  immediately  pre¬ 


ceding  the  disaster  and  the  average  of 
thoee  remaining  4  yean  will  be  his  ncn*- 
mal  year’s  production. 

(A)  Such  prodaetion  will  be  that  as 
provided  by  the  State  CrcH?  and  live¬ 
stock  R^rt  Service,  State  Statistical 
Office  of  the  Statistical  Reporting  Serv¬ 
ice  (SRS)  or  similar  State  or  Federal 
b(xly.  When  such  Information  Is  pub¬ 
lished  by  county,  countir  averages  will  be 
used.  If  published  only  In  a  State,  the 
State  average  shall  be  usecL 

(B)  In  thoee  States  where  neither  a 
county  or  State  average  is  published,  the 
State  Director,  with  the  advice  of  repre¬ 
sentatives  of  other  Federal  and  State 
agricultural  agencies,  will  establish  and 
advise  county  offices  by  state  instruction 
of  the  county  averages. 

(C)  If  an  applicant  presents  factual 
records  for  at  least  4  of  the  5  years  Im¬ 
mediately  preceding  the  disaster  which 
results  In  a  higher  normal  production 
than  that  in  paragraphs  (c)(1)  (1)  and 
(c)(l)(i)(A)  of  this  8ectl<m.  the  higher 
production  may  be  used  In  calculating  the 
loss. 

(11)  The  normal  gross  farm  Income  will 
be  calculated  by  multiplying  the  acreage 
of  crops  or  niunber  of  livestock,  or  both, 
which  constituted  the  farming  operation 
during  the  disaster  year  by  the  average 
yield  per  acre  or  imits  of  production  for 
each  farming  enterprise  as  determined  in 
paragraph  (c)  (1)  (1)  of  this  section  and 
by  the  average  market  price  for  the  com¬ 
modity  as  established  by  the  State  Direc¬ 
tor.  The  State  Director  will  prepare  and 
distribute  to  all  County  Offices,  a  list  at 
the  average  market  price  for  commodi¬ 
ties  during  the  past  calendar  year.  If 
available,  or  otherwise  use  the  crop  year 
or  harvest  seas<m  average  market  price. 
These  prices  wUl  be  based  on  the  State 
Crop  and  Livestock  Report  Service.  State 
Statistical  Office  of  the  Statistical  Re¬ 
porting  Service  or  similaT  State  or  Fed¬ 
eral  body.  The  County  Supervisor  will 
provide  lenders  with  these  prices.  The 
lender  will  total  each  single  enterprise 
separately  and  then  add  together  to  de¬ 
termine  the  applicant’s  normal  gross 
farm  Income. 

(ill)  Gross  income  for  the  disaster 
year  will  be  calculated  by  multiplsdng: 
the  same  acreages  and/or  nundter  of 
livestock  used  in  the  calculation  in  para- 
graidi  (c)(1)  (11)  of  this  section  by  the 
actual  or  estimated  yields  (this  estimate 
cannot  be  greater  than  his  established 
normal)  per  a(u*e  or  units  of  production 
for  each  crop  and  farming  ^terpiise 
conducted  In  the  disaster  year  by  the 
average  market  price  as  establish^  In 
paragraph  (c)  (1)  (11)  of  this  section. 

(iv)  Losses  to  crops  to  be  fed  to  and 
pastures  to  be  grazed  by  livestock  will  be 
determined  as  follows: 

(A)  Production  history  for  crops  to  be 
fed  to  livestock  will  be  established  by  us¬ 
ing  the  county  average  for  the  previous 
5  years  provided  by  the  State  CTrop  and 
Livestock  Report  Service.  State  Statisti¬ 
cal  Office  of  the  Statistical  Reporting 
Service  (SRS)  or  similar  State  <nr  Federal 
body  unless  the  apidlcant  has  reooeds 
which  prove  higher  production  than  such 
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avwage.  To  oatabUsh  normal  produotloar'  remnlal  crops  already  fitwlnf  swdi  as 
tbeaiipUcant  wfllseleotltwoouiiilyaaer-  fruits  and  nuts  (dus  to  tbs  disaster)  such 


ages  (or  his  actual  prodnotton  If  he  sup¬ 
plies  records)  for  the  highest  4  out  of  5 
years  Immediately  preceding  the  disaster. 
He  win  then  muKli^y  the  number  of 
acres  grown  for  crops  to  be  fed  to  live¬ 
stock  during  the  diaa8t«:  year  by  the 
average  yield  for  the  4  years  by  the  unit 
price  as  established  by  the  State  Director 
to  establish  the  normal  year's  gross  dol¬ 
lar  value  of  feed  produced  for  livestock. 
He  will  then  subtract  the  disaster  year’s 
gross  dollar  value  of  feed  produced  for 
livestock  frcun  the  normal  year’s  gross 
dollar  value  of  feed  produced  for  live¬ 
stock  to  obtain  the  disaster  year's  gross 
dollar  loss.  Dtoaster  year’s  gross  dollar 
value  of  feed  produced  fOT  livestock  Is 
determined  by  miiltlplylng  the  acres  of 
feed  produced  for  livestock  In  the  dis¬ 
aster  year  by  the  disaster  year  yield  per 
acre  by  tiie  unit  price.  The  difference 
between  normal  year’s  production  and 
dlsast^  year’s  production  r^resents  the 
total  dollar  loss  to  crops  to  be  fed  to  live¬ 
stock  for  which  the  applicant  Is  entitled. 

(B)  In  calcxilating  losses  to  pasture  to 
be  grazed  by  livestock  elthw  the  estid>- 
llshed  seasonal  or  yecu-ly  price  per  acre 
for  rent  for  normal  pasture  or  the  usual 
seasonal  or  yeaily  charge  per  head  or 
animal  unit  may  be  used.  *Ihe  method 
used  should  be  established  by  the  State 
Director  to  assure  uniformity  throughout 
the  State.  In  either  case,  the  gross  dollar 
value  for  a  disaster  year  Is  subtracted 
from  the  gross  dollar  value  of  a  normal 
year  to  determine  the  gross  dollar  loss 
for  the  disaster  year.  Ihe  gross  dollar 
value  of  pasture  for  a  normal  year  Is 
determined  by  miQttplylng  the  number 
of  acres  grazed  in  the  disaster  year  by  the 
average  rental  charge  per  acre  for  the 
highest  4  out  of  5  years  Immediately  pre¬ 
ceding  the  disaster  or  by  multipljring 
the  number  of  animal  units  grazed  In  the 
disaster  year  by  the  average  charge  per 
head  or  animal  unit  for  the  highest  4  out 
of  5  years  Immediately  preceding  the 
disaster.  If  the  rental  rate  per  acre  is 
used  for  the  disaster  year,  multiply  the 
number  of  acres  by  the  established  nor¬ 
mal  rental  charge  by  the  percentage 
pasture  loss  to  arrive  at  disaster  year 
gross  dollar  value.  If  animal  imlts  are 
used,  multiply  the  animal  units  grazed 
by  the  rental  charge  per  animal  unit  by 
the  percentage  of  pasture  loss  to  arrive  at 
disaster  year  gross  dollar  value.  Ihe  per¬ 
centage  pasture  loss  will  be  determined 
by  dividing  the  number  of  months  In 
which  livestock  could  not  be  grazed  be¬ 
cause  at  damage  to  pasture  resulting 
from  the  disaster  by  the  number  of 
months  in  the  normal  grazing  season. 

(v)  When  em  ai^licant  was  able  to 
plaik  all  or  a  portion  of  his  normal  crops 
during  the  dieter  year,  the  production 
for  that  portion  of  the  planted  crops  will 
be  shown  as  zero  on  Form  FmHA  441-22 
if  no  part  of  the  crop  can  be  harvested. 
and  provided  that  a  substitute  or  differ¬ 
ent  crap  coukl  not  be  planted. 

(vi)  When  an  apidlcant  Is  unable  to 
plant  all  (M*  a  pmhon  of  his  normal  crops, 
tneiiidfng  feed  crops,  or  Is  unable  to  pro- 

.  duoe  an  or  a  porttoa  of  the  normal  pe- 


appllcant  wiU  have  the  eholoe  having 
the  lots  treated  as  a  physical  loes  (see 
1  1980.170(c)  (2)  (Til) .  or  as  a  produc¬ 
tion  loss.  If  the  andlcant  desires  to  con¬ 
sider  it  a  production  loss,  the  production 
loss  will  be  calculated  as  follows:  The 
amount  of  disaster  production  loss  wlU  be 
calculated  by  determining  the  normal 
gross  farm  Incoaae  In  accordance  with 
§  1980.170(c)  (1)  (ID  and  then  adding  to¬ 
gether  any  income  that  may  be  d«1ved 
from  the  disaster  affected  enterpri8e(s) 
and  the  variable  and  fixed  costs  which 
will  not  be  incurred  because  of  the  dis¬ 
aster  and  subtracting  this  combined  fig¬ 
ure  from  the  normal  gross  income.  Such 
costs  will  be  derived  from  current  crop 
enterprise  budgets  pr^Tued  by  State  Ag¬ 
ricultural  Extension  Service  economists 
which  are  based  on  normal  fanning  con- 
ditlcms  In  the  designated  disaster  area. 

(vll)  When  acreage  for  crops  thaLwere 
destroyed  a  qualifying  disaster  are 
replanted  with  a  substitute  crop  during 
the  same  crop  year,  the  substitute  crop’s 
Income  will  te  subtracted  fitxn  the  nor¬ 
mal  year’s  income  In  arriving  at  the  dis¬ 
aster  year’s  Income  loss. 

(vlil)  Whm  an  applicant  elects  to  sell 
livestock  at  an  earlier  date  or  lighter 
weight  than  usual  rather  than  purchase 
feed  to  replace  that  lost  as  a  result  of 
the  disaster,  the  difference  between  the 
sale  price  and  an  estimate  of  what  the 
sale  price  would  have  beoi  If  the  live¬ 
stock  had  been  fed  for  the  normal  period 
may  not  be  claimed  as  a  loss. 

(lx)  Wh^  the  loss  from  the  disaster  Is 
due  to  a  reducticm  in  quality  that  can 
be  substantiated,  rather  than  production, 
the  applicant  will  be  given  credit  for  his 
loss  by  adjusting  actual  production 
downward  to  compensate  for  any  loss  In 
value  resulting  from  po(^  quality. 

(x)  Claims  of  production  losses  tram 
the  applicant  will  be  verified  by  the 
lender  and  FmHA  when  the  S4>plicant’s 
claims  aiH>ear  to  be  unreascmable. 

{2)  Physical  loss.  This  is  damage  to  or 
destructicm  of  phjrsical  moperty  includ¬ 
ing  farmland  (except  sheet  erosion); 
structures  on  the  land  such  as  buildings, 
fences,  dams,  etc.;  machinery,  equip¬ 
ment,  and  tools;  basic  livestock;  crops; 
and  supplies;  (and  actual  expenses  In¬ 
curred  for  crops  not  planted  or  to  be  re¬ 
planted).  As  a  general  rule,  losses  of  a 
physical  nature  will  be  showm  by  the 
applicant  on  Form  FmHA  441-22  by  In¬ 
dicating  the  actual  loss  as  the  market 
value  (ff  the  property  at  the  time  It  was 
lost  or  damaged  by  the  disaster;  except 
that  in  case  of  repcdr  or  restoration,  the 
actual  cost  of  such  repair  or  restoration 
may  be  used  provided  It  does  not  ex¬ 
ceed  the  market  value  of  the  property 
at  the  time  of  the  disaster.  The  amoimt 
of  loan  made  for  this  purpose  will  be 
determined  as  follows: 

(I)  For  basic  livestock,  the  market 
value  of  the  livestock  lost  at  the  time 
of  the  disaster  will  be  considered  the 
actual  loss. 

(II)  For  farm  dwelling*  for  the  oper¬ 
ator  and  existing  labor,  the  amount  of 
actual  lose  wUl  be  the  lesser  of  the 


amount  required  to  permit  the  repair  or 
replacement  of  the  dwelling  with  one 
of  like  quality  and  alae^  as  neeeesary  to 
meet  lo^  (xxles  and  to  inrovkle  perma¬ 
nent.  adequate  but  modest,  decent,  safe, 
and  sanitary  living  conditions  for  the 
family  or  the  market  value  of  the  prop¬ 
erty  at  the  time  it  was  damaged  or  de¬ 
stroyed.  If  the  financing  required  exceeds 
Die  actual  loss,  a  loan  for  any  amount 
above  the  actual  loss  will  bear  Interest 
at  the  market  rate. 

(liD  For  farm  service  buildings  and 
farm  real  estate  other  than  buildings, 
the  amount  of  the  actual  loss  will  be  an 
amount  sufficient  to  p«nnlt  the  repair  or 
replacement  of  the  damaged  property 
with  a  building  or  property  of  like  qual¬ 
ity  and  capacity  that  will  meet  local 
codes  and  be  adequate  to  meet  the  needs 
of  the  farming  operation  provided  the 
cost  does  not  exceed  the  market  value 
of  the  property  at  the  time  of  the  dis¬ 
aster.  If  itio  financing  required  exceeds 
the  actual  loes,  the  amount  In  excess  of 
the  actual  loss  may  be  loaned  at  the 
market  rate. 

(Iv)  For  supplies  on  hand,  harvested 
or  stored  crops,  and  livestock  products 
lost  or  destroyed  by  or  as  a  result  of  the 
disaster  the  market  value  at  the  time  of 
the  disaster  will  be  considered  the  actual 
loss. 

(V)  The  actual  physical  loss  to  Income 
producing  trees  wUl  be  the  cost  of  re¬ 
moving  the  damaged  or  destroyed  trees, 
clearing  debris,  ix’eparing  the  land  for 
replanting,  the  cost  of  suitable  replace- 
mKit  trees,  and  other  necessary  expenses 
to  re-establish  the  income  iMxxluclng 
trees. 

(Vi)  The  actual  iUi3r8ical  loss  to  crops 
or  pasture  wUl  be  the  cost  of  cleaning 
debris,  preparing  the  land  for  reiUant- 
ing,  se^  fertUlzer,  and  other  expense 
necessary  to  re-establish  the  crops  or 
pasture  whether  or  not  such  coste  ex¬ 
ceed  the  market  value  of  the  crop  or  pes- 
'ture  at  the  time  of  the’^dlsaster. 

(vU)  When  an  applicant  that  Is  un¬ 
able  to  plant  a  crop  during  the  disaster 
year  (due  to  the  disaster),  desires  to 
have  the  loss  treated  as  physical  loss, 
the  loan  wUl  be  limited  to  the  cost  of 
land  preparation  and  other  expenses  in¬ 
curred  to  the  date  of  the  disaster  for  the 
crop(8)  that  could  not  be  planted  ex¬ 
cept  that  a  pro  rata  share  of  fixed  costs 
such  as  rent,  taxes,  and  insurance 
charged  to  the  total  operation  wiU  be  in¬ 
cluded.  Since  an  EM  loan  wUl  be  used  to 
cover  the  applicant’s  actual  losses  sus¬ 
tained.  the  County  Supervisor  will  re¬ 
quest  an  itemized  Ust  from  the  applicant 
verifying  the  claimed  expenditures  in¬ 
curred  in  the  disaster  year  for  those  en¬ 
terprises  for  which  disaster  losses  are 
claimed.  This  portion  of  the  EM  loan 
will  be  limited  to  the  amount  of  expendi¬ 
tures  that  are  shown  <m  the  list  and  wUl 
be  a  physical  loss.  In  aU  cases,  the  ap¬ 
plicant  must  furnish  a  signed  statement 
itemizing  all  expenditures  he  claims 
were  Incurred  In  the  disaster  year.  The 
County  Supo’visor  will  document  his 
verlficatioa  In  the  applicant’s  case  file. 

(3)  CompeTisation  to  FmHA  for  losses. 
Compensation  for  losses  from  a  disaster 
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through  Inaurunoe  or  goromment  pro- 
grumes)  benaats  rsdttCM  the  uupMcant's 
actuul  lOM  birthe  umomit  of  auch  oom- 
pmiutlae  und  this  rednoes  the  umount 
of  the  EM  actual  h»i  loan.  The  amount 
of  any  benefMs  from  ASOS  prograins  ln> 
riurtinf  the  Emergencir  Lteestoofc  Feed 
Program  (IFP).  Bmergencr  OoDserys- 
tion  Measures  (BC!M)  payments.  Sugar 
Abandonment  or  DeOdency  payments, 
and  Dtsaster  payments  wlH  be  considered 
as  compensation  for  looes.  Also,  the 
amount  of  any  crop.  llTestoek  or  livestock 
product  physical  loss  loan  must  be  de> 
ducted  from  any  production  loss  loan 
baaed  on  losses  to  the  same  enterprlae(s) 
tar  which  an  applicant  later  qualifies. 

(d)  Loom  pvrpoaea.  EAf  loans  may  be 
guaranteed  for  the  following  purposes: 

(1)  Actual  lots  loaru.  (1)  Loans  may  be 
made  to  applicants  for  the  amount  of 
actual  losses  and  expenses  for  disaster 
damaged  or  destroyed  lann  property,  or 
production  enterprises  or  both  resulting 
from  the  disaster.  Actual  loss  loan  funds 
may  be  used  for  any  authorized  EH  loan 
purpose.  AppUcatlons  for  actual  losses 
must  be  processed  within  1  calendar  year 
aft^  they  are  filed. 

(11)  EM  loans  will  not  be  made  to  flood 
and  mudslide  victims  to  repair  or  replace 
damaged  or  destroyed  farm  dwdllngs  or 
farm  service  buildings  and  their  contents 
In  areas  where  ‘‘National  Plood  Insur¬ 
ance’*  Is  avallM)le.  except  as  authorized 
in  Subpart  B  ci  Part  1806  of  this  Chapter 
(PmHA  Instruction  426.1) . 

Nor. — Refer  to  i  1900.42  (a)  and  (b)  at 
thf  Chapter  for  flood  or  mudslide  hamrd 
area  preoauttooa 

(2)  Annual  operating  purpotes.  After 
the  initial  EM  loan  for  any  purpose,  five 
annual  subsequent  EM  loans  may  be 
made  for  annual  operating  purposes, 
provided  they  are  made  within  5  full 
calendar  years  after  the  disaster,  to  per¬ 
mit  the  borrower  to  return  to  his  normal 
credit  sources  without  a  guarantee.  If 
additional  disaster  (s)  oocur(s),  5  annual 
subsequent  loans  for  annual  operating 
purposes  may  be  made  after  the  Initial 
EM  loan  has  been  made  iat  each  disaster. 
The  initial  loan  for  annual  operating 
purposes  may  be  scheduled  for  r^my- 
ment  for  a  period  up  to  7  years,  and  if  it 
meets  the  conditions  of  paragraph 
(e)  (2)  (i)  (A)  (2)  it  may  be  scheduled  for 
repayment  up  to  20  years.  In  the  event 
a  borrower  who  has  paid  his  EM  loan  in 
full  is  unable  to  obtain  sufficient  credit 
elsewhere  he  may  obtain  an  EM  loan  for 
annual  operating  purposes  to  satisfy  his 
operating  needs,  provided  the  loan  is 
made  within  the  first  five  full  calendar 
years  after  the  disaster.  Annual  loans  for 
operating  purposes  may  be  made  for: 

(i)  Annual  production  expenses  and 
the  purchase  of  feeder  livestock,  farm 
and  other  supplies  including  inventory, 
the  repair  or  rental  of  equipment;  and 
the  payment  of  essential  expenses  for  the 
operatiem  or  paying  bills  incurred  for  any 
items  in  this  subparagraph  for  the  crop 
or  operating  year  being  financed. 

(il)  Payment  of  customary  cash  rent 
or  cash  charges  for  the  use  of  essential 
buildings,  pasture,  crops,  hay,  land,  and 
grazing  permits  or  bills  for  such  purposes 
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for  the  operating  or  orap  year  bel^ 
flnanoed.  subject  to  the  following: 

(A)  Tbe  appHcant  is  obligated  under 
a  written  leaae  or  other  agreement  to  pay 
such  rent  or  charges  In  advanoe  of  the 
time  tnoome  will  be  available  from  the 
(^leratloos  to  make  such  payment.  For 
grazing  fees  an  Invirioe  showing  the 
number  of  livestock  to  be  graaed.  the 
grazing  poiod,  the  cost  per  head  and  the 
total  cost  may  be  used  In  lieu  of  a  arrit- 
ten  lease.  However,  when  relatively  small 
amoimts  of  funds  are  involved,  an  in¬ 
voice  will  not  be  requited  If  the  appll* 
cant’s  explanation  of  a  satisfactory  graz¬ 
ing  agreonent  is  recorded  in  the  loan 
docket. 

(B)  Arrangements  carmot  be  made  for 
the  rent  or  charges  to  become  due  when 
income  will  be  availaUe  from  the  opera¬ 
tions  to  make  such  payment. 

(C)  Not  more  than  one  year’s  cash 
rent  ,or  cash  charges  will  be  paid  with 
loan  funds  In  any  one  lease  year,  except 
that  if  a  loan  is  approved  near  the  end 
of  the  current  lease  year,  funds  for  pay¬ 
ment  of  sxich  rent  or  charges  for  the  suc¬ 
ceeding  lease  year  may  be  included  in  the 
loan. 

(D)  The  terms  of  the  rental  agreement 
provide  the  applicant  with  rea8<xiably 
satisfactory  tmmre. 

(ill)  Payment  of:  (A)  Personal  (chat¬ 
tel  and  equipment)  and  zeal  property 
taxes  due  or  about  to  become  due  and 
water  or  drainage  Charges  or  assess¬ 
ments. 

(B)  Applicant’s  share  of  Social  Secu¬ 
rity  taxes  for  hired  labor  for  the  opera¬ 
tion. 

(C)  Premiums  for  insurance  on  real 
estate  and  personal  (chattel  and  equip¬ 
ment)  property  Including  premiums  for 
public  liability  and  proper^  damage  in¬ 
surance  on  farm  and  other  essential 
equipment,  including  farm  trucks.  When 
a  loan  is  secured  by  chattels  and  the  loss 
of  such  chatty  would  jeopardise  the 
interest  of  the  Government,  the  lender 
may  require  the  borrower  to  insure  the 
chattels  against  hazards  customarily 
covered  by  insurance  in  the  area. 

(iv)  Payment  of  not  more  than  a 
year’s  interest  that  is  due  mr  about  to  be¬ 
come  due  on  debts  secured  by  lieos 
other  creditors  on  property  essential  for 
the  farm  or  bther  income  producing  ncm- 
farm  enterprises  located  on  the  farm. 

(V)  Payment  to  a  creditor  in  any  coie 
year  not  to  exceed  20  percent  of  the  mar¬ 
ket  value  of  the  essential  farm  equip¬ 
ment  under  prior  lien  to  that  creditor  or 
20  percent  of  the  principal  sunount  owed 
to  such  creditor,  whichever  is  less. 

(vi)  Meeting  modest  family  sidisist- 
ence  needs,  including  premiums  on  rea¬ 
sonable  amounts  of  health  and  life  in¬ 
surance.  and  expenses  for  medical  care 
or  for  paying  bUls  incurred  for  any  of 
these  purposes  during  the  crop  year  be¬ 
ing  financed. 

(vii)  Refinancing  a  modest  debt  that 
must  be  paid  for  an  applicant  to  con¬ 
tinue  farming. 

(3)  Major  adjustmenU  to  the  opera¬ 
tion.  An  EM  loan  may  be  made  to  an 
applicant  for  the  following  purposes  to 
enable  him  to  change  his  operation  be- 
caiise  of  economic  conditions  and  to  over- 


44727 

come  the  financial  dlfllouttics  caused  by 
the  disaster.  The  resulting  operatian 
must  be  one  which  only  realizes  a  net 
farm  tnoome  equivalent  to  that  of  the 
operation  conducted  before  the  disaster. 
AppUcations  for  loans  may  not  be  re¬ 
ceived  for  such  purposes  lat^r  than  one 
full  calendar  year  after  the  designatkax 
date. 

(1)  Real  estate  purpose*  (SubUUe  A). 
’The  following  are  authorized  real  estate 
purposes:  ^ 

(A)  ’The  purchase  of  additional  essen¬ 
tial  real  estate  necessary  for  an  effective 
operation  provided  the  resulting  opera¬ 
tion  will  not  provide  more  net  income  an¬ 
nually  than  the  normal  operation  before 
the  disaster.  Depreciation  wlU  be  disre¬ 
garded  in  computing  net  Income  in  both 
cases. 

(B)  The  construction.  Improvement, 
alteration,  repair,  relocation,  purchase 
or  ^ving  of  essmtial  but  modest  dwell¬ 
ings  and  service  buildings,  facilities  and 
structures  on  the  applicant’s  real  estate, 
including  the  purchase  and/or  installa- 
tion  or  augmentation  and  improvement 
of  essential  farmstead  water  and  sewage 
systems,  and  other  equipment  or  facili¬ 
ties  necessary  to  the  operation. 

(C)  Providing  land  and  water  develop¬ 
ment,  acquiring  water  suniUes.  rights, 
use,  and  providing  conservation  essential 
to  the  (deration.  This  includes  bat  is  not 
limited  to  fencing,  land  clearing,  forestry 
practices,  estaUishment  and  improve¬ 
ment  of  permanent  hay  or  pasture, 
drainage  and  irrigatim  facilities,  basic 
application  of  lime  and  fertilizer,  and 
development  of  fish  pemds,  trails,  and 
lakes. 

(D)  Refinancing  secured  and  unse¬ 
cured  debts. 

(E)  Payment  of  reasonable  expenses 
customary  to  obtaining,  planning,  and 
making  the  loan  such  as  the  guarantee 
fee,  loan  fee  and  fees  for  legal,  archi¬ 
tectural,  and  other  services  which  are  re¬ 
quired  to  be  paid  by  the  borrower  and 
which  he  cannot  pay  from  other  fimds. 
Loan  funds  also  may  be  iised  to  pay  the 
borrower’s  share  of  Social  Security  taxes 
for  labor  hired  by  the  borrower  in  con¬ 
nection  with  making  the  planned  bxiild- 
ing  or  land  improvements. 

(F)  Pa3nment  of  the  flrst-3^ar  pre¬ 
mium  for  required  insiu*ance  on  buildings 
CHI  the  property  which  are  to  serve  as 
security  for  the  loan.  Buildings  win  be 
Insured  in  accordance  with  Subpart  A  of 
Part  1806  of  this  Chapter  (FmHA  In¬ 
struction  426.1),  except  when  the  ap¬ 
praisal  report  shows  that  the  land  alone 
wiU  adeqxiately  secure  the  loan.  However, 
the  applicant  will  be  encouraged  to  take 
prop^y  insurance  on  essential  buildings 
to  protect  his  own  interest.  Borrowers 
eligible  for  Insurance  under  the  National 
Rood  Insurance  Act  of  1968  will  be  ad¬ 
vised  of  its  availabili^  in  accordance 
with  Subpart  B  of  Part  1806  of  this 
Chapter  (FmHA  Instruction  426.2). 

(O)  EM  loans  may  be  made  to  tenants 
to  finance  real  estate  improvements  or 
repairs  provided: 

(1)  The  lender  determines  that  the 
applicant  has  reasonably  secure  tenure 
for  a  long  enough  period  to  enable  him 
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to  reftUse  adequate  beneflis  to  JusUly  tbe 
expendlturea. 

(2)  A  written  lease  Is  obtained  pro¬ 
viding  tor  compensating  the  tenant  for 
any  unexhausted  value  (rf  the  improve¬ 
ment  upon  termination  of  the  lease. 

(3)  Not  more  than  $50,000  may  be 
loan^  to  a  tenant  for  reel  estate  im¬ 
provement.  repairs,  or  for  refinancing 
unsecured  debte  clearly  incurred  for  such 
purposes. 

(f)  Before  a  loan  is  made  for  real 
estate  imixovements  to  a  tenant,  the  fol¬ 
lowing  determinations  must  be  made: 

(i)  EM  loans  will  not  be  needed  or 
made  year  after  year  to  make  substan¬ 
tial  re^  estate  improvements. 

(ii)  The  wplicant  will  likely  continue 
to  operate  the  farm  for  a  sufficimt  pe¬ 
riod  of  time  and  luider  such  terms  that 
will  oudde  him  to  obtain  a  reasonable 
return  on  his  Investment. 

(11)  Operating  purposes  (Subtitle  B). 
The  following  are  authorized  operating 
purposes. 

(A)  Purchase  of  livestock,  poultry, 
fur  bearing  and  other  farm  animals, 
aquatic  organisms,  bees,  farm  equip¬ 
ment.  and  paying  costs  incident  to  re¬ 
organizing  the  fanning  system  for  a 
soimd  operation. 

(B)  Purchase  and  repair  of  essential 
home  equipment  and  furnishings,  and 
the  pa3rment  for  home  equlpmoit  repatrs 
required  by  the  applicant  family  to  sus¬ 
tain  itself  in  a  reasonably  satisfactory 
manner. 

(C)  Refinancing  secured  and  im- 
secured  debts. 

(D)  Purchase  of  milk  base  either  with 
or  without  cows  when  such  actlcm  is  nec¬ 
essary  to  assure  the  borrower  a  satis¬ 
factory  market  for  his  dairy  production. 

(E)  Purchase  of  grazing  license  (h* 
permit  riidits  ot  private  parties  which 
can  be  validly  sold  and  transferred. 

(F)  Augment  and  improve  existing 
water  supplies  in  order  to  alleviate  the 
adverse  ^ects  of  drought  and  other  nat¬ 
ural  disasters. 

(4)  General  purposes.  In  addltiCMi  to 
the  purposes  authorized  in  peuagnq;^ 

(d)  (1),  (2).  and  (3)  of  this  section, 
loons  may  also  Include  fimds  for: 

(i>  Exp^ises  incident  to  loan  closing. 

(il)  Ps^rmoit  of  interest-mily  install¬ 
ment  (s)  scheduled  for  the  first  install¬ 
ment  due  date  and  the  second  install¬ 
ment  due  date  when  a  borrower  will  not 
otherwise  be  able  to  meet  the  initial  in¬ 
terest  payment(s)  cm  Ids  loan  because 
income  from  crops,  livest(x;k,  or  other 
sources  is  not  available. 

(ill)  Payment  of  fees,  including  the 
guarantee  fee. 

(e)  Interest  rates  and  terms.  (1)  The 
interest  rate  which  the  lender  may 
charge  borrowers  obtaining  EM  loans  for 
actual  losses  Is  5  percent.  The  interest 
rate  toe  other  than  actual  losses  will  be 
the  Interest  rate  prevailing  in  the  pri¬ 
vate  market  for  similar  loans  as  deter¬ 
mined  by  the  Secretary  of  Agriculture. 
The  Secretary  will  re^ew  the  Interest 
rates  periodically  and  may  establish  new 
rates.  Lenders  may  ascerUdn  the  current 
established  market  rates  for  EM  loans 
by  telec^onlng  any  FtaoHA  office.  Interest 


will  be  charged  only  on  the  actual 
amount  of  loan  funds  borrowed  and  for 
the  actual  time  the  loan  Is  outstanding. 
The  Interest  rate  initially  eetabllshed  for 
each  loan  will  remain  constant  during 
the  existence  of  the  FteHA  Guarantee 
thereon.  Interest  on  protective  advances 
made  by  the  lender  to  protect  the  se¬ 
curity  may  be  charged  at  the  rate  speci¬ 
fied  in  the  securi^  Instruments. 

(2)  Terms  of  loan  repayment,  il)  EM 
loans  will  be  scheduled  for  repayment  at 
such  time  and  periods  as  the  lender  may 
determine,  consistent  with  the  imrpose 
of  the  loan  as  set  fmrth  below,  and  in  ac¬ 
cordance  with  the  useful  life  of  the  se¬ 
curity  and  the  reasonable  repayment 
abili^  ot  the  applicant  as  determined 
by  his  plan  of  operation.  However,  there 
must  be  at  least  an  aimual  Installment 
unless  a  deferment  of  principal  and/or 
Interest  is  auth(x1ied  in  accordance  with 
paragraph  (e)  (3)  of  this  section. 

(A)  Loan  terms  tor  actual  losses  to 
crops,  livestock,  supplies,  harvested  or 
stored  crops,  livestock  products  on  hand, 
and  equipment;  and  items  financed  un¬ 
der  1  1980.170(d)  (3)  (11)  wlU  be  for  a 
period  not  to  exceed  7  years. 

il)  When  ccMidltions  warrant,  install¬ 
ments  may  vary  in  amounts.  However, 
the  final  installment  will  not  be  larger 
than  the  amount  vdiich  can  then  be  fi¬ 
nanced  by  the  Imder  without  a  guaran¬ 
tee  or  be  repcdd  within  a  renewal  period 
of  not  to  exceed  5  years.  TTie  applicant 
must  be  advised  befcnre  the  loan  Is  closed 
that  the  lender  will  review  each  case  at 
the  end  of  the  Initial  loan  tmn  and,  to¬ 
gether  with  FTnHA  will  determine  if  a 
renewal  is  warranted.  (Refer  to  1  1980.- 
124.) 

(2)  Loans  made  for  actual  losses  to 
crops  and  other  property  listed  In 
S  1980.170(e)  (2)  (1)  (A)  resulting  from 
any  disaster  occurring  sdter  January  1. 
1975,  may  be  scheduled  for  a  longer  re¬ 
payment  period  if  the  FmHA  u>proval 
c^cial  determines  the  the  needs  of  the 
applicant  Justify  a  longer  repayment  pe¬ 
riod  than  that  scheduled  tor  repayment 
within  7  years  initially  with  a  possible 
S-year  renewal.  Such  period  may  be  ap¬ 
proved  as  warranted  but  for  not  more 
than  20  years.  Generally  resJ  estate  will 
be  need^  as  security  when  the  longer 
repayment  period  is  authorized.  When 
the  longer  period  is  used,  renewal  is  not 
authorized. 

(il)  The  terms  for  actual  losses  to  real 
estate  and  items  financed  imder  para¬ 
graph  (d)  (3)  (i)  wUl  be  for  a  period  not 
to  exceed  40  years. 

(ill)  The  term  for  loans  for  annual 
operating  expenses  financed  under  para¬ 
graph  (d)  (2)  will  be  as  follows: 

(A)  Advances  for  annual  recurring 
operating  expenses  or  for  paying  bills 
Incurred  for  such  purposes  for  the  oper¬ 
ating  or  crop  year  being  financed  will 
be  scheduled  for  payment  when  the  prin¬ 
cipal  income  from  the  year’s  operations 
normally  would  be  received. 

(B)  Advances  to  purchase  or  produce 
feed  for  productive  livestock  or  live¬ 
stock  to  be  fed  for  the  market,  or  to  pay 
bills  Incurred  for  such  purposes  for  the 
crop  year  being  financed,  wlU  be  sched¬ 


uled  for  repayment  when  the  principal 
Income  from  the  sale  of  such  livestock 
or  llvestodc  products  can  be  expected. 

(3)  Deferment  of  Installment.  When 
Income  sufficient  to  meet  the  scheduled 
installment  will  not  be  received  by  the 
borrower  until  the  second  or  third  year 
following  the  due  date,  the  payment 
may  be  deferred  to  the  second  or  third 
year  as  appropriate  providing  any  hold¬ 
ers  agree.  The  lender  and  FmHA  must 
agree  that  the  borrower  can  reasonably 
be  expected  to  pay  the  total  debt  with 
a  deferment. 

(f)  Security  requirements.  The  lender 
Is  responsible  for  seeing  that  luroper  and 
adequate  seciulty  Is  obtained  and  main¬ 
tained  in  existence  and  of  record  to  pro¬ 
tect  the  interests  of  the  lender  and 
FmHA. 

(1)  Lien  priority.  When  the  same 
lender  is  involved  In  a  guaranteed  loan 
and  an  imguaranteed  loan,  the  guaran¬ 
teed  loan  must  be  adequately  secured  by 
a  lien  on  sepcuate  security  property  that 
is  clearly  Identlflable  or  by  a  lien  of  a 
higher  i^ority  if  the  same  property  Is 
used  to  secure  both  loans.  The  lender 
must  agree  in  writing  that  the  guarantee 
loan  will  be  paid  first. 

(2)  Security  for  EM  loans.  (1)  Annual 
operating  loans  will  be  secured  by  a  first 
lien  on  the  crop  (u-  livestock  or  both, 
being  financed  with  EM  loan  funds  plus 
enough  other  security,  including  personel 
property,  real  estate,  and  crop  Insurance, 
to  assure  that  the  lender’s  and  FmHA’s 
financial  interest  wUl  be  protected.  When 
the  applicant  can  provide  no  collateral 
other  than  a  first  lien  on  crop  and/or 
livestock  production,  or  both,  the  amount 
of  the  loan  will  be  limited  to  the  greater 
of  $50,000  or  one-half  the  estimated  gross 
farm  income  planned  as  shown  on  the 
plan  of  operation  which  will  be  based  on 
normal  production  and  prices  authorized 
by  the  State  Director  for  developing  an¬ 
nual  farm  plans  within  the  State.  When 
an  EM  borrower  who  Is  indebted  for  an 
annual  operating  loan  must  have  a  sub¬ 
sequent  EM  operating  loan  during  the 
current  crop  year  to  complete  that  year’s 
farming  operatltm  and  protect  the  Gov¬ 
ernment’s  flnanciid  interest  which  is 
secured  (mly  by  the  crop,  the  $50,000  or 
50  percent  gross  Income  requirement  will 
not  apply  provided  the  loan  Is  otherwise 
sound  and  proper. 

(ii)  Actual  loss  loans  for  the  same 
same  purposes  as  authorized  for  loans 
under  S  1980.170(d)  (3)  (U)  and  loans 
made  under  9  1980.170(d)  (3)  (11)  wUl  be 
secured  by  a  lien  on  sufficient  equity  in 
livestock,  equipment  and  machinery,  and 
other  personal  pr(H>erty  if  necessary  to 
protect  the  lender’s  and  FmHA’s  inter¬ 
est,  plus  when  necessary,  a  lien  on  equity 
in  part  or  all  of  the  real  estate  owned 
by  the  applicant.  When  the  applicant  can 
provide  no  collateral  other  than  a  first 
lien  on  crops  and/or  livestock  production 
or  both,  then  the  policy  outlined  In 
9  1980.170(f)  (2)  (1)  WlU  apply.  If  the  ap- 
];dlcant  has  enoufldi  equity  In  real  estate, 
no  additional  security  need  be  taken.  A 
second  crop  Hen  may  be  taken  adien 
deemed  necessary  to  assure  repayment  of 
the  loan. 
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(ill)  Actual  lots  loaxis  Xor  the  same 
purpoMi  as  authorised  for  loans  undfar 
1 19M.nO(d)  (3)  (1)  and  loans  made 
under  1  1980.170(d)  (8)  (1)  will  be  secured 
by  equity  In  real  estate.  However.  If  there 
is  not  sufficient  equity  In  the  real  estate, 
a  lien  also  will  be  talren  on  personal 
property,  plus  if  necessary,  a  second  lien 
on  the  crops.  An  EM  loan  made  to  a  ten¬ 
ant  with  a  Icmc-tenn  lease  will  be  se¬ 
cured  by  a  lien  on  a  transferable  lease¬ 
hold. 

(iv)  Hie  FmHA  loan  approval  official 
may  make  an  exception  to  the  security 
requirements  if  all  of  the  following  con¬ 
ditions  ale  met: 

(A)  Adequate  security  property  is  not 
available  because  ot  the  disaster. 

(B)  The  apidicant  offers  all  available 
security  property,  some  or  all  of  which 
may  have  depreciated  in  value  due  to  the 
disaster. 

(C>  The  security  property,  and  the 
apfdicant's  repaymuit  aUlity  as  assessed 
by  the  FmHA  loan  a(H>roval  official  and 
lender  are  adequate  security  for  the  loan. 

(V)  When  an  EM  loan,  for  whatever 
purpose,  is  to  be  secured  by  a  lien  on  real 
estate  or  a  combination  of  real  estate 
and  chattels,  the  security  will  be  consid¬ 
ered  “basic  secxirity.”  For  all  loans  over 
$10,000  title  clearamse  is  required  except 
that,  when  a  reputable  kmg-tenn  lender 
has  a  first  mortm^e  on  the  property,  the 
search  need  only  be  made  after  the  rec¬ 
ordation  date  for  such  mortgage.  For 
loans  of  $10,000  or  less,  only  certification 
of  ownership  and  verification  of  equl^  in 
real  estate  is  required.  Certiflcation  of 
owno'ship  may  be  acc^>ted  in  the  form 
of  a  notarized  affidavit  from  the  appli¬ 
cant  stating  who  is  the  owner  of  record 
of  the  real  estate  in  quesUcm  and  ac¬ 
knowledging  all  known  debts,  with  bal¬ 
ances  owed,  against  the  r^  estate. 
Whenever  the  lender  is  uncertain  of  the 
ownership  or  debts  against  the  real  es¬ 
tate  seciuity,  he  will  require  title  clear¬ 
ance. 

(vi>  If  the  real  estate  offered  as  se¬ 
curity  is  held  under  a  purchase  contract, 
the  following  conditions  will  prevail: 

(A)  The  applicant  must  be  aUe  to  pro¬ 
vide  mortgageable  interest  In  the  real 
estate  concerned. 

(B)  The  applicant  and  the  purchase 
contract  holder  will  agree  in  writing  that 
all  insurance  claim  settlements  received 
for  real  estate  losses  will  be  used  in  their 
entirety  to  replace  or  repair  the  damaged 
real  estate.  The  applicant  will  renego¬ 
tiate  with  the  purchase  contract  holder 
to  arrive  at  a  new  contract  without  any 
provisions  objectionable  to  FmHA  and 
the  lender. 

(C)  If  a  satisfactory  contract  of  sale 
cannot  be  renegotiated  or  the  purchase 
contract  holder  refuses  to  Hppij  the  in¬ 
surance  proceeds  toward  the  repair  or  re¬ 
placement  of  the  real  estate  losses,  but 
chooses  to  retain  some  of  the  proceeds  as 
an  extra  payment  on  the  bahmce  owed, 
the  applicant  wUl  make  every  effort  to 
refinsmoe  the  existing  purchaae  contract. 
If  the  applicant  cannot  obtain  refinanc¬ 
ing  from  anothtt-  source,  an  EM  loan  will 
be  considered  to  feoclude  funds  to  pay  off 
the  contract  and  improve  the  prc^ierty. 
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If  the  applicant  can  get  the  contract  re¬ 
financed,  an  EM  loan  win  be  considered 
to  restore  the  property  to  Its  predisaster 
condition. 

(D)  If  the  conditions  provided  for  in 
paragraph  (f )  (2)  (vl)  (A) .  (B) .  and  (C) 
of  this  section  can  be  met  and  an  em 
loan  is  approved,  it  can  be  closed  pro¬ 
vided  the  lender’s  attorney  determines 
that: 

(1)  The  applicant  has  mortgageable 
interest  in  the  i>roperty  under  a  long 
term  purchase  contract 

(2)  The  purchase  ccmtract  Is  not  sub¬ 
ject  to  summary  cancellation  on  default 
and  does  not  contain  other  provisions 
which  might  jeopardize  the  lender's  secu¬ 
rity  position  or  the  borrower’s  ability  to 
repay  the  loan. 

(3)  The  contract  holder  will  agree  In 
writing  to  give  the  lender  notice  of  any 
breach  by  the  purchasers,  and  further 
agrees  to  give  the  lender  30  days  from 
notice  of  such  breach  to  rectify  said 
conditions. 

(vli)  If  any  of  the  prior  liens  against 
real  estate  offered  as  seciuity  contahi 
future  advance  provisions,  or  other  pro¬ 
visions  which  might  jeopardize  the  secu¬ 
rity  position  of  the  lender  or  the  appli¬ 
cant’s  ability  to  meet  his  obligations  un¬ 
der  these  prior  liens  and  to  pay  the  EM 
loan,  the  prior  lienholders  involved  must 
agree  in  writing,  before  the  loan  Is 
closed,  to  modify,  waive,  or  subordinate 
such  objectionable  provl^ons. 

(vlU)  In  States  where  a  pricM*  lien¬ 
holder  may  foreclose  his  security  Instru¬ 
ment  under  power  of  sale  or  otherwise 
and  extinguish  jxmior  liens  of  private 
parties  without  giving  junior  lienholders 
actual  notice,  when  a  jimlor  lien  on  real 
estate  is  to  be  taken  as  security  for  the 
loan,  the  prior  lienholder  must  agree  in 
writing  to  give  the  lender  advance  notice 
of  foreclosure  or  assignment  of  the 
mortgage. 

(lx)  If  essential  insurable  buildings 
are  located  on  the  prcHserty.  or  if  new 
buildings  are  to  be  erected  at  major 
improvements  are  to  be  made  to  exist¬ 
ing  buildings,  the  applicant  will  provide 
adequate  property  insxirance  coverage  at 
the  time  of  the  loan  closing  or  as  of  the 
date  materials  are  delivered  to  Jhe  prop¬ 
erty,  whichever  is  ai^opriate.  However, 
when  the  real  estate  appraisal  repeat 
shows  that  the  present  market  value  of 
the  land  after  deducting  the  value  of 
buildings  shown  on  the  report  exceeds 
the  amoimt  of  the  debt  on  the  land 
including  the  loan  and  the  owner  has 
equity  equal  to  or  exceeding  the  amount 
of  the  debt  including  the  loan,  real 
property  insurance  will  not  be  required. 
Howevor,  the  applicant  will  be  encour¬ 
aged  to  obtain  such  Insurance  if  he  does 
not  already  have  it  to  protect  his  in¬ 
terest.  If  insurance  claims  for  loss  or 
damage  to  buildings  to  be  replaced  or 
repaired  with  loan  funds  are  (Mitstand- 
ing  at  the  time  the  loan  is  approved, 
the  applicant  will  be  required  to  agree 
in  writing  that  when  settlement  is 
the  proceeds  of  such  ciaims  will  be  used 
for  replacement  or  repair  of  buildings: 
appUcaticoi  on  debts  eeeured  prior 
liens  or  application  cm  the  EM  loan. 
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(X)  Loan  amounts  borrowed  for  re¬ 
pair  or  replacemmit  of  personal  posses¬ 
sions  and  home  equipment  furnish¬ 
ings  will  be  secured  by  a  liai(s)  on 
crops,  aquatic  organisms,  livestock,  farm 
machinery,  essential  tracks  or  auto¬ 
mobiles.  and/or  farm  real  estate. 

(xi)  Lenders  may  require  Federal  or 
other  types  of  Crop  Insurance,  with  an 
assignment  to  the  lender  during  the  re¬ 
payment  period  of  the  EM  loan  if  such 
insurance  is  available  In  the  county. 
This  determination  is  a  judgment 
factor  and  the  decision  should  be  based 
on  the  amount  and  type  at  security, 
other  than  crops,  that  the  applicant  can 
provide.  However,  when  only  a  crop  lien 
is  taken  as  security  for  EM  loans,  the 
borrower  will  be  required  to  carry  Fed- 
eral  or  other  type  at  Crop  Insurance 
during  the  repaymrat  period  oi  such 
loan(s)  if  such  Insurance  is  available. 

(g)  Receiving  application*.  (1)  Ap- 
plications  for  EM  loans  will  be  received 
(mly  In  designated  counties. 

(2)  Information  needed  from  part¬ 
nership  applicant.  If  the  applicant  is  a 
partnership,  i)ersonal  financial  state¬ 
ments  will  be  obtained  from  each  of  the 
partners  and  included  in  the  loan  docket 
in  addition  to  the  partnership’s  finan¬ 
cial  statement. 

(3)  Information  needed  from  corpo¬ 
ration  appUeant.  If  the'  applicant  is  a 
corporation,  the  following  additional  in- 
formatiem  will  be  obtained  and  in¬ 
cluded  in  the  loan  docket. 

a)  A  complete  list  of  stockholders, 
showing  the  address,  citizenship,  prin¬ 
cipal  occupation,  and  the  number  of 
shares  of  stock  held  hi  the  corporation 
by  each. 

(U)  A  current  personal 
statement  from  each  of  the  principal 
stockholders.  Any  other  stockholder 
whose  financial  statement,  in  the  judg¬ 
ment  of  the  county  Supervise*  or  the 
loan  approval  (rfBcial,  would  be  pertinent 
to  consideration  the  fiTi«mMn.i 
strength  of  the  corporation  Its 
stockholders  will  also  provide  a  personal 
financial  statement.  (Refer  to  i  1980.170 
(b)(1)  for  a  definition  of  lotncipal 
stockholder.) 

(ill)  A  c(vy  of  the  corporation’s  char¬ 
ter,  articles  of  incorporation  by¬ 
laws,  and  a  resolutionCs)  adc^Hed  by  the 
Board  of  Directors  or  stockholders  au- 
thoriziiig  specified  officen  of  the  corpo¬ 
ration  to  apply  for  and  obtain  the  de¬ 
sired  EM  loan  and  execute  required 
debt,  security,  and  other  instruments 
and  agreements. 

(Iv)  A  copy  of  any  lease,  contract,  or 
agreement  entered  into  by  the  corpora¬ 
tion  which  may  be  pertinent  to  consider¬ 
ation  of  its  apikicatiafi. 

(h)  Additional  EM  loan  guarantees. 
Guarantee  of  additional  EM  loans  at  the 
prevailing  rate  may  be  made  for  the  same 
purposes  and  under  the  conditions 
as  an  initial  EM  loan  undo*  the  follow¬ 
ing  conditions. 

(1)  Whftn  t)w 

a  loan  for  the  f tdl  amotmt  of  t>n> 
loss  authoriaed  aa  shown  by  tha  leas 
statement  filed,  the  iqipUeant  may,  with¬ 
in  1  year  after  the  date  of  the  request  for 
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Loan  Note  Guarantee,  be  considered  for 
an  additional  loan,  based  on  the  Initial 
application,  for  all  or  a  portion  of  the 
loss  balance  not  requested  Initially. 

(2)  Additional  loans  for  major  adjust¬ 
ments  of  the  farming  operation  made 
imder  i  1980.170(d) <S)  of  this  Sulg>art 
must  be  made  within  1  full  calendar  year 
after  the  designation  date. 

<3)  New  luipraisal  reports  for  real 
estate  will  not  be  required  If  the  ap¬ 
praisal  report  In  the  file  is  not  over  3 
years  old  unless  the  aiH>roval  official  re¬ 
quests  a  new  appraisal  report.  Any 
changes  in  the  value  of  real  or  chattel 
security  will  be  recorded,  dated,  and  Ini¬ 
tialed  by  the  authorized  appraiser  on  the 
appropriate  appraisal  reports  In  the  file. 

Adminiatrative:  The  County  Office  will 
make  reports  In  acoordanoe  with  guidelines 
for  rep<»rtlng  EM  loan  disaster  activity  In  all 
FmHA  trfBces  (FmHA  Instruction  493.7)  ex¬ 
cept  as  fellows: 

A.  Receipt  of  Form  FmHA  449-13,  “Re¬ 
quest  for  Loan  Note  Ouarantee,’’  from  the 
lender  wlU  be  shown  In  Item  1  of  Form  FmHA 
493-7,  “Report  of  EM  Loan  Applications,”  as 
a  loan  approved. 

B.  Signing  of  the  Loan  Note  Ouarantee 
will  be  shown  In  Item  2  6f  Form  FmHA  493-7 
as  a  loan  approved. 

C.  If  the  guarantee  cannot  be  approved, 
Item  3  on  Form  FmHA  492-7  will  show  this 
as  a  rejected  application. 

D.  Receipt  of  Form  FmHA  449-12  before 
the  signing  of  the  Loan  Note  Guarantee  will 
be  shown  In  Item  4  of  Form  FmHA  493-7  as 
an  unprocessed  EM  application. 

E.  Where  security  property  will  be  taken 
under  the  conditions  of  {  19e0.170(f )  (2)  (Iv) , 
the  FmHA  official  will  determine  whether  an 
Insured  loan  will  be  made  to  the  applicant 
Instead  of  a  guaranteed  loan. 

F.  The  County  Supervisor  will  give  written 
notice  to  eligible  lenders  In  his  service  area 
when  FmHA  will  guarantee  loans.  This  noti¬ 
fication  will  specify  the  type  of  disaster,  the 
designated  county  or  counties,  the  termina¬ 
tion  date  for  receiving  EM  loan  applications, 
the  Incidence  period  for  the  disaster,  and  the 
Disaster  Designation  Number. 

§§1980.171-1980.174  llWn.d) 

§  1980.175  Operating  loans. 

(a)  Objectives.  The  basic  objective  of 
an  Operating  loan  is  to  provide  the  credit 
necessary  for  eligible  family  farmers, 
ranchers  and  rural  youths  to  conduct 
successful  operations. 

(b)  Eligibility.  To  be  eligible  for  an 
Operating  loan  each  applicant  must: 

(1)  Be  a  citizen  of  the  United  States. 

(2)  Possess  the  legal  capacity  to  incur 
the  obligations  of  the  locui. 

(3 )  Have  a  farm  background  and  suffi¬ 
cient  experience  or  training  to  assure 
refuonable  prospects  of  success.  (Except 
for  youth  loans) 

(4)  Have  the  character,  managerial 
competence,  ability,  and  Industry  to  car¬ 
ry  out  the  prwosed  enterprise  and  obli- 
gatkm. 

(5)  Be  unable  to  obtain  sufficient  cred¬ 
it  elsewhere  to  finance  his  actual  needs 
at  rates  and  terms  he  could  reascmably 
expect  to  meet,  taking  Into  consldera- 
tkm  prevailing  inlvate  and  cooperative 
rates  and  teims  in  the  community  in  or 
near  whl(di  be  resides  for  loans  for  simi¬ 
lar  purpoMfi  and  periods  of  time. 


(6)  Be  an  individual  owner  operator  or 
tenant  (H>erator  of  not  larger  than  a 
family  farm  after  the  locm  is  closed.  (Ex¬ 
cept  for  youth  loans) 

(7)  Rely  on  farm  income  for  a  reason¬ 
able  standard  of  living  after  the  loan  Is 
closed.  (Except  for  youth  loans) 

(c)  Special  cases.  (1)  If  they  are  oth¬ 
erwise  eligible,  individuals  Jointly  en¬ 
gaged  in  farming,  recreation  and  non¬ 
farm  enterprises  may  obtain  an  Operat¬ 
ing  loan  under  the  following  conditions: 

(1)  A  Joint  loan  not  to  exceed  $50,000 
may  be  made  to  two  eligible  applicants 
to  operate  not  larger  than  the  equivalent 
of  one  family  farming  operation.  For  a 
Joint  loan,  both  individuals  wil  lexecute 
all  documents  required  to  be  signed  for 
the  loan. 

(ii)  Separate  loans  may  be  made  to 
eligible  applicants  engaged  in  an  opera¬ 
tion,  provided  not  more  than  three  indi¬ 
viduals  have  an  interest  in  the  opera¬ 
tion;  the  operation  provides  the  equiva¬ 
lent  of  not  larger  than  one  family  farm¬ 
ing  operation  for  each  individual;  and 
the  amount  of  the  loan  to  each  individual 
does  not  exceed  $50,000.  Each  individual 
will  execute  separate  documents. 

(2)  Although  a  partnership  is  ineligi¬ 
ble  for  a  loan,  individual  applicants  are 
not  ineligible  because  they  are  partners, 
even  though  title  to  property  may  be 
vested  in  the  partnership  and  the  farm¬ 
ing  operations  are  conducted  by  the  part¬ 
nership.  Separate  loans  will  not  be  made 
to  individual  members  of  a  partnership. 

A  Joint  loan  not  to  exceed  $50,000  may  be 
made  to  not  more  than  three  partners  as 
individuals  provided: 

(i)  The  applicants  are  the  only  part¬ 
ners  and  each  member  of  the  partner¬ 
ship  is  an  eligible  applicant. 

(ii)  The  partnership  is  not  engaged 
in  any  other  business  or  enterprise  other 
than  operation  of  the  farm. 

(iii)  Personal  participation  in  the 
management  of  the  farming  operations 
by  the  applicants  meets  the  conditions 
that  would  be  required  for  a  loan  to  them 
if  the  p>artnership  did  not  exist. 

(iv)  The  financial  resources  and  bor¬ 
rowing  capacity  of  the  partnership  are 
treated  as  the  financial  resources  and 
borrowing  capacity  of  the  individual 
partners  in  determining  whether  they 
can  obtain  the  necessary  credit  else¬ 
where. 

(V)  The  note,  mortgages,  and  any 
other  required  Instruments  are  executed 
by  the  partnership  as  well  as  by  all  the 
partners  as  individuals  as  necessary  to 
close  the  loan  and  obtain  the  desired 
liens  and  liability. 

(3)  If  otherwise  eligiUe,  rural  youths 
may  obtain  an  Operating  loan  under  the 
following  conditions: 

(1)  Rural  youth  applicants  include 
persons  who  have  reached  the  age  of  10 
but  have  not  reached  the  age  of  21  and 
do  not  reside  in  any  area,  cl^  or  town 
than  has  a  population  of  more  than 
10,000  inhabitants. 

(ii)  Loans  made  to  rural  youths 
must  be  recommended  by  their  proj¬ 
ect  advlson  udio  are  4-H  elub  advlsois, 
vocational  agricultural  teachers,  home 


economics  teachers,  county  exten8l(» 
agents,  or  similar  sponsors  or  advisors. 
In  addition,  youths  who  have  not  reached 
their  majority  under  State  law  must  ob¬ 
tain  the  written  recommendations  of 
their  pfluvnt  or  guardian.  All  recommen¬ 
dations  will  be  filed  with  the  application 
in  the  County  Office  case  file. 

(ill)  Youth  loan  funds  will  not  be  dis¬ 
persed  until  the  Loan  Note  Ouarantee  is 
executed  by  FmHA. 

(d)  Loan  purposes  and  limitations. 
(1)  Loan  purposes.  Loans  may  be  made 
for  farm,  recreation,  forestry  and  non¬ 
farm  enterprises  or  modest  rural  youth 
projects  for  the  following  purposes,  when 
such  purposes  are  essential  to  the  opera¬ 
tion: 

(I)  Purchase  of  livestock,  poultry,  fur 
bearing  and  other  farm  animals,  fish, 
birds,  bees,  tools,  inventories  and  equip¬ 
ment. 

(II)  Purchase  of  an  imdivided  interest 
in  the  items  included  and  paragnqph 
(d)  (1)  (1)  of  this  section  which  would  be 
operated  under  a  Joint  arrangement  or 
as  a  group  service. 

(ill)  Payment  (rf  annual  productl(m  ex¬ 
penses. 

(iv)  Payment  of  family  living  ex¬ 
penses. 

(v)  Refinancing  debts.  Die  amount  ad¬ 
vanced  for  refinancing  will  not  exceed 
the  value  of  the  property  vdiich  will 
serve  as  seemity  for  the  loan,  less  any 
prior  liens  not  to  be  refinanced. 

(Vi)  Purchase  of  membership  and 
.stock  in  cofHieratives. 

(A)  Purchase  of  membership  or  stock 
in  farm  purchasing,  mariieting,  and  serv¬ 
ice-type  co<HMraUve  association,  includ¬ 
ing  a  grazing  associatlmi,  to  help  provide 
capital  for  improvement  of  services  to 
farmer  mraabeis. 

(B)  Pundiase  of  membership  or  stock 
in  recreation  or  other  nonfarm  purchas¬ 
ing.  marketing,  service  or  promotional 
type  cooperative  association  organized  to 
prcxluce  additiixial  Income  for  its  mem¬ 
bers. 

(C)  Loans  will  not  be  made  for  mem¬ 
bership  in  production  cooperative  as¬ 
sociations  or  in  associations  that  will  ac¬ 
quire.  lease,  or  Improve  land  not  other¬ 
wise  imder  the  centred  of  the  members. 

(vil)  Purchase  and  repair  of  essential 
hexne  equiixnait. 

(viil)  Purchase  of  milk  base  or  milk 
quota  with  or  without  cows. 

(ix)  Up  to  $3,500  in  a  fiscal  year  for 
real  estate  iminrovement,  r^iairs  or  for 
refinancing  unseemed  debts  clearly  in¬ 
curred  for  such  purposes.  In  unusual 
cases,  loans  above  $3,500  may  be  for¬ 
warded  to  the  National  Office  for  c(«- 
sideration.  The  following  determinations 
must  be  made  before  an  Operating  loan  is 
made  for  real  estate  Improvements: 

(A)  An  Operating  loan  will  not  be 
needed  or  made  year  after  year  for  this 
purpose. 

(B)  A  real  estate  loan  would  not  be 
better  suited  for  needed  ImprovemaitB. 

(C)  The  an>llcant  will  likely  continue 
to  operate  the  farm  for  a  sufficient  poiod 
of  time  and  under  such  terms  to  obtain 
reasonable  returns  on  the  Investment. 
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A  tenant  must  have  reasonably  secure 
t«iure  for  a  sufflclait  period  to  realize 
adequate  benefits  to  Justify  the  expendi¬ 
tures. 

(D)  Funds  used  for  real  estate  pur¬ 
poses  will  be  planned  and  developed  in 
accordance  with  $1980.129. 

(x)  Payment  of  an  amount  to  a  credi¬ 
tor  in  any  one  year  not  to  exceed  20  per¬ 
cent  of  the  appraised  market  value  of  the 
essential  farm  and  nonfarm  equipment 
under  prior  lien  to  that  creditor,  or  20 
percent  of  the  amount  owed  to  such 
creditors,  whichever  Is  less. 

(xi)  Purchase  of  franchise,  contract, 
or  privilege  when  necessary  to  the  op¬ 
eration  of  the  planned  enterprise. 

(xli)  Partial  payment  on  grain  or 
other  storage  and  drying  facilities  when 
the  Commodity  Credit  emigration, 
through  the  Agricultural  Stabilization 
and  Conservation  Service  (ASCS),  is 
providing  the  rest  of  the  credit  imder 
the  Cmnmodity  Credit  Corpmution  Farm 
Storage  and  Drying  Equipment  Loan 
Program. 

(2)  Loan  limitations.  The  total  out¬ 
standing  Operating  locm  principal  bal¬ 
ance  may  not  exceed  $50,000  at  loan 
closing.  The  amount  ot  each  loan  will 
be  limited  to  the  applicant’s  needs  and 
ability  to  pay.  Loans  may  not  be  made 
for  the  purchase  of  real  estate,  making 
principal  pa3rment  on,  or  refinancing  any 
debts  incun^  for  the  purchase  of  real 
estate.  In  additlmi,  loans  may  not  be 
made  to  pay  land  lease  costs  imder  any 
program  other  than  cash  rent. 

(e)  Rates  and  terms.  (1)  The  inter¬ 
est  rate  to  borrowers  is  fixed  pursuant 
to  statutory  formula.  FmHA  will  deter¬ 
mine  the  rate  periodically.  However,  the 
rate  initially  established  toe  each  loan 
will  remain  cmistant  during  the  exist¬ 
ence  of  the  FmHA  guarantee.  The  lender 
may  ascertain  the  rate  by  telephmilng 
any  FmHA  office.  Interest  will  be  charged 
only  on  the  actual  amount  of  funds 
loaned  and  for  the  actual  time  the  locm 
Is  outstanding.  Interest  on  protective  ad¬ 
vances  made  by  the  lender  to  i;»x>tect  the 
security  may  be  charged  at  the  rate 
specified  in  the  security  instruments. 

(2)  Loan  installments  will  be  deter¬ 
mined  as  follows: 

(I)  Advances  for  annual  recurring 
production  expenses  mr  for  paying  bills 
incurred  for  such  purposes  for  the  pro¬ 
duction  or  crop  year  being  financed  or¬ 
dinarily  will  be  scheduled  fcM*  payment 
no  later  than  one  year  following  the  date 
of  the  promissory  note. 

(II)  Advances  for  purposes  other  than 
those  for  annual  moductlon  expoises 
will  be  scheduled  for  payment  over  the 
minimum  period  necessary  considering 
the  aivUcant’s  ability  to  pay  and  the 
useful  life  of  the  security  for  the  loan. 

(ill)  When  c(xiditi<ms  warrant,  in¬ 
stallments  scheduled  in  accordance  with 
paragraph  (e)  (2)  (ii)  of  this  sectlmi  may 
Include  equal,  imequal,  or  balloon  in¬ 
stallments,  as  appnH>rlate  to  the  bor¬ 
rower’s  financial  situation. 

(iv)  When  Incmne  sufficient  to  meet 
the  scheduled  Installment  will  not  be  re¬ 
ceived  by  the  borrower  until  the  second 
or  third  year  following  the  due  date,  the 


payment  may  be  deferred  to  the  second 
or  third  year  as  approiMiate  providing 
any  holderCs)  agree.  ’The  lender  and 
FmHA  must  agreethat  the  borrower  can 
reasonably  be  expected  to  pay  the  total 
debt  with  a  deferment. 

(v)  The  final  maturity  of  the  loan 
cannot  exceed  7  years  from  the  date  of 
the  promissory  note. 

(f)  Security.  The  entire  loan  must  be 
secured  by  a  first  lien  on  all  property 
or  products  acquired,  produced,  or  refi¬ 
nanced  and  by  any  additional  security 
needed  to  adequately  secure  the  loan. 
Such  additional  security  may  consist  of 
the  best  lien  obtainable  on  real  estate  or 
other  property.  In  justifiable  cases  the 
loan  approval  officials  may  require  a  co¬ 
signer  for  youth  loans. 

(gi  Other  considerations.  (1)  Appli¬ 
cants  will  be  advised  by  the  lender  that 
they  are  ex];>ected  to  comply  with  any 
applicable  special  laws  and  regulations. 

(2)  Applicants  receiving  loans  for  a 
nonfarm  enterprise  will  be  advised  of 
the  possibilities  of  incurring  liability  and 
encouraged  to  obtain  public  liability  and 
property  damage  insurance. 

§§  1980.176-1980.179  [RMerved] 

§  1980.180  Individual  Farm  Ownership 
(FO)«  and  Water  (SW),  and 
Rf^reation  (RL)  loans. 

(a>  Objectives.  The  basic  objectives  of 
the  FmHA  in  guaranteeing  FO,  SW  and 
RL  loans  are: 

(1)  For  FO  loans — ^To  assist  eligible 
farmers  and  ranchers  to  become  success¬ 
ful  owner-operators  of  not  larger  than 
family  farms. 

(2)  For  SW  loans — To  encourage 
better  conservation  and  use  of  soil  and 
water  resources  on  farms  and  ranches. 

(3)  For  RL  loans — To  assist  eligi¬ 
ble  owners  or  tenants  to  convert  all  or 
a  portion  of  their  farms  or  ranches  to 
outdoor  income-producing  recreation  en¬ 
terprises. 

(b>  Eligibility  requirements.  To  be  eli¬ 
gible  for  an  FO,  RL,  SW,  or  any  combin¬ 
ation  thereof  (d  an  applicant  must: 

(1)  For  FO  and  RL  loans — Be  a  citi- 
zea  of  the  United  States. 

(2)  For  FO.  SW,  and  RL  loans — ^Pos¬ 
sess  the  legal  capacity  to  incur  the  obli¬ 
gations  of  the  loan. 

(3)  fH>r  FO  and  RL  loans — ^Have  a 
farm  background  (except  for  veterans) 
and  sufficient  experience  or  training  to 
assure  reasonable  prospects  of  success. 

(4)  For  FO,  SW.  and  RL  loans — Have 
the  character,  managerial  comijetence, 
ability,  and  industry  to  carry  out  the  pro¬ 
posed  enterprise  and  obligation. 

(5)  For  FO,  SW,  and  RL  loans — Be 
unable  to  obtain  sufficient  credit  to  fi¬ 
nance  his  actual  needs  at  rates  and  terms 
he  could  reasonably  expect  to  meet,  tak¬ 
ing  into  consideration  prevailing  private 
and  cooperative  rates  and  terms  in  the 
community  in  or  near  which  he  residees 
for  loans  for  similar  purposes  and  periods 
of  time. 

(6)  For  FO,  SW  (Individuals) ,  and  RL 
loans — ^For  FO  loans  be  an  individual 
owner-operator  of  a  family  farm  after 
the  loan  is  closed.  For  SW  be  a  farm 
owner  or  operator.  For  an  RL  be  an  in¬ 


dividual  owner  or  operator  regularly  en¬ 
gaged  in  farming  at  the  time  of  ajTpli- 
cation,  and  be  the  manage  and  <H>erator 
of  the  recreation  enterprise  after  the 
loan  is  made^  Loans  may  be  made  to 
other  than  individual  owners  or  oper¬ 
ators  under  the  following  circumstances: 

(i>  Whenever  it  is  not  feasible  to  di¬ 
vide  the  land  into  family  farms  with  in¬ 
dividual  ownership,  a  loan  may  be  made 
to  two  applicants  constituting  a  family 
group  such  as  father-son,  mother-son  or 
grandfather-grandson  who  own  or  will 
own  a  farm  jointly  and  conduct  a  joint 
operation  if  each  of  the  applicants  is 
individually  eligible  and  the  family  group 
likewise  meets  all  eligibility  require- 
mmts,  provided  that  for  FO  loans  the 
total  operation  will  not  be  larger  than  a 
family  farming  operation.  The  partici¬ 
pation  of  a  member  of  such  family  in  the 
operation  without  an  ownership  interest 
in  the  farm  is  not  prohibited,  but  the  re¬ 
sponsibility  of  management  must  be  in 
the  owner  or  owmers.  In  any  case,  it  must 
be  determined  that  because  of  previous 
experience  in  working  together,  such  a 
family  group  likely  will  succeed  in  the 
proposed  joint  farming  operation.  All 
joint  owners  of  the  land  will  execute  all 
loan  forms. 

^  (ii)  A  loan  may  be  made  to  an  eligible 
^M>llcant  who  will  own  a  farm  and  will 
cimduct  a  joint  operation  with  another 
individual  or  individuals  provided  that: 

(A)  Not  more  than  three  individuals 
have  an  interest  in  the  operation. 

(B)  Because  of  previous  experioice  in 
w'orking  together  as  farmers,  they  will 
likely  succeed  in  the  proposed  joint  op¬ 
eration:  and 

(C)  For  FO  loans  the  joint  operation 
will  not  be  larger  than  the  equivalent  of 
a  family  farm  operation  for  each  full¬ 
time  operator  Involved.  However,  such 
operation  will  not  exceed  a  single  family 
(H>eration  whatever  the  individual  who 
has  an  interest  in  the  applicant’s  oper¬ 
ation  does  not  personally  perform  labor 
in  an  amount  at  least  equal  to  his  re¬ 
spective  interest  in  the  operation. 

(ill)  When  a  life  estate  is  involved,  a 
loan  may  be  made  to  the  life  estate 
holder  and  the  remainderman  jointly.  A 
loan  may  be  made  to  the  remainderman 
only,  when  he  holds  title  to  the  property 
except  for  a  small  tract  set  aside  for  the 
life  estate  holder,  and  the  remainderman 
can  legally  execute  a  lien  on  the  prepay 
and  can  provide  the  necessary  security. 

(7)  For  SW  loans  only — If  a  corpora¬ 
tion  or  partnership : 

(I)  Be  a  farm  owner  or  operator. 

(II)  Be  organized  under  the  laws  of 
the  United  States  or  of  a  State. 

(iii)  Be  authorized  to  own  or  operate 
a  farm  in  the  State  where  the  loan  is 
made. 

(Iv)  The  corporation  or  partnership 
and  the  princi^  stockholder  or  part¬ 
ners  as  individuals  are  unable  to  provide 
the  necessary  improvements  with  its  and 
their  own  resources,  or  obtain  sufficient 
credit  at  rates  and  terms  they  could 
reasonably  expect  to  fulfill.  A  principal 
stockholder  is  one  who  owns  20  peremt 
or  more  of  the  emporation’s  stock.  If  no 
person  owns  as  much  as  20  percent,  then 
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all  stockholders  are  considered  principal. 

(81  For  SW  and  RL  loans — If  a  ten¬ 
ant,  have  a  satisfactory  written  lease  for 
a  sufficient  period  of  time  and  under 
terms  that  will  enable  the  obtaining  of 
reasonable  returns  on  the  improvements 
made  with  the  loan.  In  addition,  the 
lease  or  a  separate  agreement  must  pro¬ 
vide  for  compensating  the  tenant  for  any 
unexhausted  value  of  the  improvements 
upon  termination  of  the  lease,  imless  the 
loan  is  secured  1^  a  leasehold. 

(c)  Loan  purposes.  When  an  RL  is 
made,  the  purposes  listed  in  this  para¬ 
graph  must  be  in  connection  with  an  out¬ 
door  recreation  enterprise.  Land  which 
has  be^  designated  for  retirement  fr(Hn 
agrlcultiu'e  by  Federal,  State  or  local 
Agencies  will  not  be  acquired  or  de¬ 
veloped  with  loan  funds  unless  the  appli¬ 
cant  will  retain  the  farm  for  a  period 
long  enough  to  recover  the  amount  In¬ 
vested.  When  loan  funds  are  used  for 
developm«it.  the  work  must  be  planned 
and  performed  tn  accordance  with 
$  1980.129. 

(1)  For  PO  and  RL  loans— Purchase 
land,  easements  and  rights-of-way  for 
a  farm,  nonfarm  or  recreation  enter- 
,  prise.  This  purpose  Is  subject  to  the  fol¬ 
lowing  special  requirements: 

(1)  Preference  will  be  given  to  personsJ 
who  are  married  or  have  dependent 
families  and,  wherever  practicable  to 
persons  who  are  able  to  make  initial 
downpayments,  or  who  are  owners  of 
livestock  and  farm  implements  neces¬ 
sary  to  successfully  carry  on  fanning  op¬ 
erations. 

(11)  Adequate  development  to  place  the 
farm  and  any  nonfarm  ente^rlse  In 
condition  for  a  successful  operation  will 
be  provided  at  the  outset  in  connection 
with  each  loan. 

(iv)  If  the  farm  contains  two  or  more 
noncontiguous  tracts,  they  must  be  so 
located  that  the  farming  operation  and 
any  nonfarm  ent^prise  can  be  efficiently 
conducted,  considering  the  distance  and 
adequacy  of  rlghts-of-way  or  public 
roads  between  the  tracts. 

(2)  For  FO  and  RL  loans — To  con¬ 
struct,  Improve,  repair  or  relocate  an  es¬ 
sential  but  modest  dwelling  (FO  only), 
service  buildings  and  facilities  which  be- 
c(xne  a  permanent  part  of  the  farm.  This 
Includes  items  for  use  in  nonfarm  enter- 
IHises.  For  dwelling  improv«nent  or  con¬ 
struction,  consideration  may  be  given  to 
additional  space  requirements  for  facili¬ 
ties  used  for  food  preparation  gnd  stor¬ 
age,  vdilcle  storage,  laundry  and  office 
space,  the  size  and  cost  of  which  will  not 
exceed  that  owned  by  typical  family 
farmers  In  the  area. 

(1)  Special  Requirement.  Buildings 
adequate  for  the  planned  operation  of 
the  farm.  Including  any  nonfarm  enter¬ 
prise,  must  be  available  for  the  appli¬ 
cant’s  use  after  the  loan  is  made.  The 
necessary  buildings  ordinarily  will  be 
located  on  the  applicant’s  farm.  How¬ 
ever,  If  an  applicant  already  owns  an 
adequate,  decent,  safe,  and  sanitary 
dwelling  suitable  for  the  family’s  needs, 
which  Is  located  close  enough  to  the 
farm  so  the  farm  may  be  operated  suc¬ 


cessfully,  It  will  not  be  necessary  to 
provide  a  dwelling  <m  the  farm.  A  real 
estate  Hen  will  be  taken  on  such  dwelling. 

(11)  Exception.  An  exception  to  the  re¬ 
quirement  that  the  farm  include  a  suit¬ 
able  dwelling  may  be  made  when  the 
applicant  has  a  long-term  lease  on  ac¬ 
ceptable  rented  buildings  that  are  adja¬ 
cent  to  or  near  the  farm,  or  when  the 
applicant  occupies  suitable  buildings  of 
relatives  that  he  will  eventually  inherit 
or  be  permitted  to  purchase.  The  appli¬ 
cant  will  not  be  required  to  build  a  dwell¬ 
ing  if  the  farm  being  purchased  has  an 
existing  mobile  home  which  is  suitable, 
or  the  applicant  may  retain  for  his  resi¬ 
dence  a  suitable  mobile  home  which  he 
already  possesses  provided  the  farm  he 
owns  or  plans  to  purchase  does  not  have 
an  adequate  dwelling. 

(3)  For  SW  loans  only — ’TO  construct, 
improve,  or  relocate  essential  buildings 
and  structures  that  will  be  used  primar¬ 
ily  for  pollution  abatement  or  control. 

(4)  For  FO,  SW,  and  RL  loans — Land 
and  Water  Development: 

4i)  Pay  cash  costs  for  materials,  sup¬ 
plies  and  services  related  to:  land  and 
water  development,  use  and  conserva¬ 
tion;  the  purchase  and/or  Installation  of 
water  and  sewage  disposal  systems  nec¬ 
essary  to  the  operation  of  the  farm  or 
nonfarm  enterprise;  and  for  pollution 
abatement  and  control  that  is  rdated  to 
soil  and  water  (xmservatlon.  This  In¬ 
cludes  the  planting  of  fruit  trees  when 
they  relate  to  conservation  of  soil  or 
water. 

(ii)  To  acquire  a  source  of  water  to  be 
used  on  land  the  applicant  owns  or  is 
acquiring,  including: 

(A)  The  purchase  of  water  stock  or 
membership  In  an  incorporated  water 
users’  association. 

<B)  The  acquisition  of  a  water  right 
through  appropriation,  agreement,  per¬ 
mit.  or  decree. 

<C)  The  acquisition  of  a  water  supply 
or  water  right,  and  the  land  on  which 
it  Is  presently  being  used,  when  the  water 
supply  or  water  right  cannot  be  pur¬ 
chased  without  the  land,  provided: 

(1)  'The  value  of  the  land  without  the 
water  supply  or  water  right  is  only  an 
incidental  part  of  the  total  price,  and 

(2)  The  water  supply  and  water  right 
will  be  transferred  to,  and  used  more  ef¬ 
fectively  on  other  land  owned  by  the 
applicant. 

(iii)  Purchase  or  repair  special-pur¬ 
pose  equipment  necessary  to  perform 
land  and  water  development  subject  to 
the  following  requirements: 

(A)  Such  equipment  Is  needed  for, 
and  will  facilitate  the  completion  or 
maintenance  of  the  planned  improve¬ 
ment,  and 

(B)  The  cost  of  the  equipment  plus 
other  costs  related  to  the  improvement 
will  not  be  more  than  If  performed  by 
contract  or  other  methods. 

(iv)  To  pay  that  part  of  the  cost  of  fa¬ 
cilities,  improvements,  and  practices  to 
be  earned  by  iM&rtlclpati(m  In  programs 
administered  by  Agracles  such  as  the 
Agricultural  Stabilization  and  Consola¬ 
tion  Service  or  the  Soil  Conservation 
Service  only  when  such  costs  caxmot  be 


covered  by  purchase  orders  or  assign¬ 
ments  to  material  suppliers  or  contrac¬ 
tors.  If  loan  funds  are  advanced  and  the 
portion  of  payment  for  which  the  funds 
were  advanced  likely  will  exceed  $1,000, 
the  applicant  will  assign  the  payment  to 
the  lender. 

(5)  For  FO,  SW,  and  RL  loans — To  re¬ 
finance  secured  and  unsecured  debts 
when  the  lender  determines  that  the  ap¬ 
plicant’s  present  creditors  will  not  give 
him  rates  and  terms  on  his  existing  debts 
which  he  can  reascmably  be  expected  to 
meet,  except  that  SW  locm  funds  may 
only  be  used  to  refinance  debts  that  were 
incurred  for  authorized ‘SW  loan  pur¬ 
poses. 

(6)  For  FO,  SW,  and  RL  loans — Pay 
expenses  incident  to  obtaining  plans  and 
making  the  loan,  such  as  fees  for  legal, 
architectural,  appraisal,  and  other  tech¬ 
nical  services,  hazard  insurance  premi¬ 
ums.  closing  costs,  social  security  taxes 
for  labor  hired  by  the  borrower  in  con¬ 
nection  with  making  the  planned  im¬ 
provement,  and  loan  fees  as  authorized  in 
§1980.22  of  this  Chapter  which  the  bor¬ 
rower  cannot  pay  fnxn  other  funds. 

(7)  F\>r  FO,  SW  and  RL  loans — Pur¬ 
chase  any  stock  in  a  cooperative  lending 
agency  that  is  necessary  to  obtain  the 
loan. 

(8)  For  SW  loans  only — ^Purchase  stock 
or  membership  in,  or  pay  assessments  to. 
a  corporation,  association  or  organized 
group  service  which  wdll  help  such  asso¬ 
ciation  or  group  service  to  finance  facili¬ 
ties  and  improvements  for  which  loan 
funds  may  be  used. 

(9)  For  RL  loans  only — (i)  Purchase 
and  install  mat^ials,  supplies,  eqiiip- 
ment,  fixtures,  animats,  fish  and  birds 
necessary  for  the  efficient  operation  of  a 
recreation  enterprise. 

(11)  Pay  operating  expenses  necessary 
to  the  efficient  operation  of  the  recrea¬ 
tion  enterprise.  When  the  loan  includes 
funds  for  operating  expenses  the  borrow¬ 
er  wdll  agree  to  repay  that  amount  as 
expeditiously  as  feasible,  usually  within 
the  first  year  or  two  but  in  no  case  long¬ 
er  than  5  years. 

(d)  Rates  and  terms.  (1)  For  FO.  SW. 
and  RL  loans — ’The  interest  rate  which 
the  lender  may  charge  is  S  percent. 

(2)  For  FO,  SW  and  RL  loans — Ekudi 
loan  will  be  scheduled  for  repayment 
over  a  period  not  to  exceed  40  years  from 
the  date  of  the  note  or  such  shorter  peri¬ 
od  as  may  be  necessary  to  assure  that 
the  loan  will  be  adequately  secured,  tak¬ 
ing  into  account  the  probable  deprecia¬ 
tion  of  the  security. 

(3)  For  FO,  SW  and  RL  loans — The 
combined  total  of  individual  farm  real 
estate  loans  to  a  borrower  cannot  exceed 
$100,000,  the  market  value  of  the  farm 
and  any  other  security,  or  the  amount 
certified  by  the  Cotmty  Committee, 
whichever  is  less. 

(e)  Security.  (1)  F\)r  FO,  SW,  and  RL 
loans — FO  loans  will  be  secured  by  real 
estate  only,  except  in  Texas  nonreal 
estate  security  may  be  used  due  to  un¬ 
usual  homestead  laws.  RL  and  SW  loans 
will  generally  be  secured  by  real  estate 
except  as  provided  in  paragraph  (e)  (2) 
of  this  section.  When  real  estate  is  taken 
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as  security  for  a  loan  the  fcdlowlng  re¬ 
quirements  will  be  met: 

(i)  A  first  mortgage  on  the  entire  farm 
owned  by  the  applicant  will  be  obtained 
except  If  the  applicant’s  title  to  any  part 
of  the  farm  Is  defective  and  cannot  be 
cured  at  a  reasonable  cost,  or  if  State 
law  will  not  recognize  a  mortgage  upon 
it.  The  part  of  the  farm  to  which  the  title 
is  defective  will  be  omitted  from  the  ap¬ 
praisal.  The  maximum  amount  of  loan 
funds  which  can  be  used  to  improve 
property  which  has  a  defective  title  or 
property  not  owned  by  the  applicant  is 
$5,000.  Ihe  first  lien  requirement  can  be 
met  in  subsequent  loan  cases  by  obtain¬ 
ing: 

(A)  A  first  lien  on  new  property 
acquired  or  refinanced  with  the  sub¬ 
sequent  loan  (u*  other  property  not  serv¬ 
icing  as  security  for  ttie  existing  loan  or 

(B)  A  lien  on  the  same  property  to 
secure  both  the  existing  loan  and  the 
subsequent  loan  if  there  are  no  liens  in¬ 
tervening  between  the  first  lien  securing 
the  existing  locm  and  the  new  lien  taken 
to  secure  both  the  existing  loan  and  the 
subsequent  loan,  or 

(C)  Liens  meeting  the  requirements  of 
both  subparagraphs  (A)  and  (B)  of  this 
paragraph. 

(11)  Except  as  stated  In  S  1980.180(c) 

(2),  if  the  applicant  owns  other  real 
estate  which  Is  not  a  part  of  the  farm,  he 
will  normally  be  required  to  dispose  of 
the  property  befmv  or  shnultaneously 
with  the  closing  (rf  the  loan.  If  this  Is  not 
feasible  the  loan  can  still  be  closed  if  the 
applicant  agrees  to  dispose  of  the  prop¬ 
erty  as  quickly  as  possible  but  not  later 
than  two  years  after  loan  (dosing.  Form 
FmHA  443-17,  “Agreement  to  Sell  Non- 
essential  Real  Estate,”  will  be  executed 
at  loan  closing  when  this  Is  the  case.  The 
security  Instrument  will  not  include  real 
estate  that  is  to  be  sol(L  The  FmHA  State 
Director  may  permit  an  applicant  to  re¬ 
tain  real  estate  that  is  not  a  part  of  the 
farm  when  any  of  the  following  condi¬ 
tions  exist: 

(A)  .  The  real  estate  provides  employ¬ 
ment  or  lnc(Kne  which  together  with 
farm  income  is  essential  to  the  appli¬ 
cant’s  success. 

(B)  The  real  estate  is  the  applicant’s 
residence. 

(C)  A  sale  of  the  property  would  not 
materially  reduce  the  applicant’s  need 
for  a  real  estate  loan  or  for  operating 
(u^it;  and  provided  further,  In  the  case 
of  an  FXD  low,  retention  of  the  real 
estate  will  not  allow  the  borrower  to 
operate  larger  than  a  family  farm  or 
own  a  farm  for  rental  purposes. 

(ill)  Loans  of  $5,000  (»  less  may  be 
secured  by  the  best  lien  obtainable  with¬ 


out  title  clearance  or  legal  services 
normally  required,  provide  the  lender 
believes  from  a  search  of  the  coxmty 
records  that  the  an)licant  can  give  a 
mortgage  on  his  farm. 

(2)  For  SW  and  RL  loans — Any  loan 
of  more  than  $60,000  and  any  loan  to  be 
paid  in  more  than  20  jrears  from  the  date 
of  the  note  will  be  secured  by  a  first 
mortgage  on  the  applicant’s  entire  farm 
or  leasehold  imless  an  exception  Is  made 
In  accordance  with  paragraph  (e)(1) 
(1)  and  (il),  of  this  section.  A  loan  of 
less  than  $60,000,  to  be  paid  in  20  years 
or  less  may  be  secured  by  any  combina¬ 
tion  of  real  estate,  chatt^  or  other  mis¬ 
cellaneous  security  that  cannot  be  con¬ 
verted  to  cash  without  Jeopardizing  the 
borrower’s  farming  operations  or  means 
of  livelihood.  When  other  than  real  estate 
Is  taken  as  security  the  following  condi¬ 
tions  and  requirements  will  be  met: 

'(1)  Whenever  both  real  estate  and 
chattel  security  are  taken  and  the  pay¬ 
ment  perlcxl  of  the. loan  will  exceed  the 
maximum  period  for  which  the  chattel 
lien  may  be  valid  under  State  law,  the 
loan  guarantee  approval  official  will  de¬ 
termine  whether  the  real  estate  security 
will  be  adequate  to  secure  the  scheduled 
impald  bedance  of  the  loan  when  the 
chattel  lien  expires. 

(11)  A  (hattel  lien  need  not  be  taken 
when  real  estate  is  taken  as  seciulty  and 
such  security  is  adequate. 

(ill)  When  the  loan  includes  funds  for 
Items  of  equipment  upon  which  a  chattel 
lien  is  necessary  to  adequately  secure 
the  loan,  a  severance  or  subcmllnaticm 
agreement  will  be  obtained  when  appro¬ 
priate. 

(Iv)  In  a  State  In  which  a  chattel  lien 
Is  not  valid  for  as  long  as  needed  by  ap¬ 
plicants  for  the  repayment  of  the  loan. 
Instructions  for  makl^  loans  secured  by 
chattel  liens  will  be  included  In  a  State 
supplement. 

(V)  When  a  lien  on  equipment,  other 
personal  property,  or  a  fixture  Is  neces¬ 
sary  to  adequately  secure  the  loan,  a 
secmlty  agreement  and  financing  state¬ 
ment  will  be  taken  and  kept  ^ectlve. 

(vl)  When  a  loan  is  made  only  for  the 
purchase  of  shares  of  water  stock,  such 
stock  will  be  pledged  or  assigned  as  secu¬ 
rity  for  the  loans.  No  other  security  is 
required  if  the  stock  represents  the  right 
to  receive  water  for  Irrigation  purposes 
and  If  the  water  right  is  transferable 
separately  from  the  land  and  the  stock 
can  be  resold  readily  by  the  pledgee  or 
assignee,  or  If  the  purchase  price  is  not 
greater  than  the  price  at  which  the 
stock  in  the  particular  company  Is  ncH*- 
mally  sold. 

(vli)  A  lien  will  be  taken  on  the  rights- 
of-way  and  easements  owned  or  acquired 


by  the  borrower  for  use  In  connection 
with  the  proposed  Improvements  cur  fa¬ 
cility  If  It  is  necessary  to  do  so  In  order 
to  protect  ade<iuate]y  the  lender’s  finan¬ 
cial  or  security  interests. 

(vili)  A  loan  may  be  secured  by  a 
mortgage  (xi  a  leasehold  If  it  has  nego¬ 
tiable  value  that  is  mortgageable.  ’The 
mortgage  cm  the  leasehold  may  be 
supplemented  by  additiwial  security. 
’The  unexpired  term  of  the  lease  should 
extend  beyond  the  repayment  period  of 
the  loan  to  provide  reasomUsle  prospects 
that  the  objectives  of  the  loan  will  be 
achieved.  If  the  locm  repayment  period 
is  equal  to  the  period  covered  by  the 
lease,  the  borrower  must  give  other  secu¬ 
rity  of  sufficient  value  to  adequately  se¬ 
cure  the  loan  or  the  lessor  must  agree 
in  writing  to  compensate  the  borrower 
at  the  expiration  of  the  lease  for  any 
xmexhausted  value  of  the  improvements 
made  with  the  loan.  Loans  secured  by 
leaseholds  will  be  subject  to  the  follow¬ 
ing  provisions: 

(A)  The  lessor  must  own  good  and 
marketable  title  In  the  real  estate.  ’There 
may  be  a  lien  on  It  or  the  lessor  may 
be  ac(iuirlng  it  under  contract  provid¬ 
ing  the  lien  instruments  or  ccmtract  do 
not  contain  covenants  that  ihay  Jeopard¬ 
ize  the  l^der’s  security,  or  providing 
any  adverse  covenants  are  waived. 

(B)  The  lessor’s  consent  to  the  mort¬ 
gage  will  be  acquired. 

(C)  ’The  lessor  must  be  required  to 
give  advance  notice  to  the  lender  of  his 
intention  to  cancel,  tomiinate  or  fore¬ 
close  upon  the  lease.  Such  advance  notice 
will  be  long  enough  to  permit  the  lender 
to  ascertain  the  amount  of  delinquencies, 
the  total  amount  the  lessor’s  interest 
and  any  other  prkx-  interest,  the  market 
value  of  the  leas^old  interest  and,  if 
litigation  is  involved,  time  enough  to 
refer  the  case  to  their  attorney  and  per¬ 
mit  him  to  take  appropriate  action. 

(D)  In  any  State  in  which  real  estate 
or  chattel  liens  may  be  taken  on  lease¬ 
hold  Interest  in  farmland  and  recorded 
so  as  to  protect  the  mortgagee,  a  State 
Instruction  will  be  issued  in  regard  to 
making  loans  to  holders  of  such 
interests. 

(3)  For  SW  loans  only — When  a  loan 
Is  made  to  a  c(M*porati(m,  the  note  and 
m(Hrtgage  will  be  execute  by  the  ap¬ 
propriate  officials  in  behalf  of  the  cor¬ 
poration.  The  loan  guarantee  approval 
official  may  require  principal  stock¬ 
holders  to  be  personally  liitole  for  the 
d^t  when  needed  to  protect  the  lender’s 
interest.  Each  ixlncl^  stockhold^  will 
sign  the  note  as  an  individual  In  such 
cases. 

§§  1980.181-1980.200  [Reserved] 
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lULES  AND  REGULATtO»4S 

Poiition  J 


REQUEST  FOR  LOAN  NOTE  GUARANTEE 

(Farmer  Progritiis  Loans) 


1980-B 
Exhibit  A 


TO:  Farmers  Home  Administration  (FmllA) 

Case  No.  (Borrower’s  Soc.  Sec.  or  IRS 
Tax  No.) 

Principal  Amount  of  | 

Loan  1 

S  1 

Type  of  Loan  j 

1  State 

County  1 

Applicant's  Name 

Applicant’s  Address 

TIk  undersigned  Lender  hereby  request  issuance  of  a  Loan  Not?  Guarantee  in  subject  ease.  '  ^  - 

THE  FOLLOWING  INFORMATION  AND  DOCUMENTS  ARE  SUBMITTED  FOR  YOUR  CONSIDERATION: 

1.  Copy  of  Application  for  Loan  with  enclosures. 

2.  Cash  flow  sheet.  > 

3.  Any  drawings  and  specifications  for:  □  construction  □  major  repairs  □  major  land  development 

4.  Appraisal  report  on  any  real  estate  security. 

5.  For  Emergency  Loans  only.  Form  FmllA  441-22,  “Certification  of  Disaster  Losses”  and  Form  FmllA  441-26, 
“County  Supervisor's  Calculation  and  Verification  of  Qualifying  Production  Losses.” 

6.  Purposes  for  which  guarantee  loan  funds  will  be  used  and  the  amounts  to  be  used  for  such  purposes,  arc: 


Purposes 


Amounts 


7.  Interest  rate  to  borrower  is _ %  per  annum. 

8.  Loan  fee  payable  by  loan  applicant  is  '  %  of  principal  amount  of  loan  or  $  — 

9.  Rep.nymcnl  period  for  the  loan  is _ ycar(s). 

10.  Proposed  loan  guarantee  is  - _ %  of  the  principal  and  interest. 

11.  Escrow  account  is  required  for:  DTaxes  □  Insurance  premiums  □  Other  (Specify). 
12*  The  undersigned  Lender  is  subject  to  examination  and  supervision  by 


(Insert  name  of  agency  of  United  States  or  State,  or 
a/  Insert  “None,”  or  if  Lender  charges  a  loan  fee,  insert  percentage  or  dollars. 
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LMn(s)  win  be  □  wade,  and/or  niertloed,.b]r  the  ande(tigned*s: 

□  Main  olTice  address:  .1.  .  ■ 


□  Branch  office: . 


Brandi  office  address:  —  — . .  ■■  - - . . 

□Ajcnl: - ^ ^ - 

Agent's addresr .  ■  n.,  ,  . . . .  ,  —  .  _ _ ^  - 

Loan  IS  scheduled  for  lepayment:  ,  .  ■  —  ■  .  . • - 

(Dates  of  moittlUy,  annual*  or  other  installments) 

Late  payment  charges,  If  any,  are  made  on  the  foBowin^bads  pursuant  to  a  written  agreement  between  the  appB^t  and 

the  undersigned  lender - - -  - -  ,  _ ; _ _ 

Types  and  amounts  of.insurance  required  are: 

_ Ins _  I  Amounts 

S 


List  of  Required  Security  Property 
(Induding  That  on  Hand  and  to  be  Acquired) 


DESCRIPTION  OF  PROPERTY 


PRIOR  UENS  EQUITY 
$  $ 


TOTAL  .  li _ jJ-i _ LI 

Appraiser’s  Certificate  on  Personal  Properly 


l^rsonal  property  listed  above,  if  any,  was 'appraised  by  me  at  the  values  set  forth  opposite  the  description  thereof. 


(Appraiser. 


^Quantity  and  brief  description.  For  example:  "Smith  farm  160  acres,’*  (based  on  separate  appraisale  report) 
**1  •  1972  John  Deere  2520  Tractor,”  "25  Hereford  range  cows,  3-6  years.” 
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RULES  AND  REGULATIONS 


B.  TO  BE  ACQUIRI:D  -  FIRST  LIEN  IS  REQUIRED* 


S 


TOTAL 


VALUE** 


18.  The  loan  will  be  oroperly  cIosed.and  the  required  security  obtained.  The  construction, relocation,  repairs,  or  other 
development  will  be  completed  in  accordance  with  approved  drawings  and  specifications.  > 

19.  The  borrower  has  title  marketable  in  fact  to  security  property  now  owned  (and  will  obtain  such  title  to  any  addi¬ 
tional  property  to  be  acquired  with  loan  funds),  subject  only  to  the  instruments  securing  the  loan  to  be  guaranteed 
and  any  other  exceptions  set  forth  below: 


20. ,  Security  property  now  owned  (and  any' to  be  acquired)  is  considered  adequate  security  for  the  loan  to  be  guaran- 
teedr  If  inadequate,  stale  hi  item  29  of  this  form  why  you  believe  the  borrower’s  farm  or  ranch  operating  plans  will 
permit  him  to  pay  all  guaranteed  loan  advances  in  full  within  the  period  stated  in  Item  9  of  tliis  form.  The  security 
instruments  will  ^  properly  filed  or  recorded  prior  to  or  simultaneously  with  issuance  of  tlie  Loan  Note  Guarantee; 
except  that  if  security  property  is  yet  to  be  a^uired  in  a  jurisdiction  in  which' an  after  acquired  property  clause  is 
‘  not  valid,  a  security  instrument  covering  such  property  will  be  obtained  as  soon  as  possible  and  filed  or  recorded,  as 
appropriate  and  legally  permissible.  Loan  funds  will  be  used  only  for  FmllA-anproved  purposes,*  • 

21 .  Truth  in  Lending  requirements  will  be  met. 

22.  All  Equal  Opportunity  and  Noiidiscriminniion  requirements  will  be  met  (or  any  that  cannot  yet  be  met  will  be  m»t 
at  the  appropriate  time). 

23.  If  loan  funds  arc  to  be  used  at  or  after  the  time  of  loan  closing  for  acquisition  of  substantial  amounts  of  properly, 
'or  for  constAiction  or  substantial  repairs  -or  major  land  development,  cerUncation(s)  on  Form  FmllA  449-11, 
*‘Certinc8lc  of  Acquisition  or  Cons*ruction,*'  will  be  furnished  on  that  part  acquired  at  loan  closing,  and  will  be  fur¬ 
nished  to  FmNA  as  soon  as  possible  on  such,  subsequent  acquisitions,  construction,  repair  or  land  development. 

24.  Proper  hazard  and  any  other  required  insurance  will  be  obtained  or  is  now  in  effect. 


**Value  of  Real  Estate  based  on  separate  appiaisal  icport. 
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25.  Plan  of  0|)ef«Uon  agreed  upon  by  Lender  and  loan  applicant  Tor  fiftl  full  opcraltt^  year 
a.  '  PLANNED CRQ1*S. PASTURE. ETC. -PRODUCTION  AND 


CROPS,  PASTURE,  ETC. 

ACRES 

YIELD  PER 
ACRE 

OPERATOR'S 
•  SHARE 

OPERATOR’S 

FORSA 

AMOUNT 

;  SHARE 

LE 

VALUE 

1. 

S 

2.  .  ,  ' 

3.  „ 

* 

4. 

5. 

TOTAL 

i _ 

b.  _  PLANNKD  LIVL-STOCK  AND  PRODUCTS  PRODUCTION  AND  SALES 


KIND 

PRODUCTION 
PER  ANIMAL 

m 

1  « 

OPERATOR'S 

SHARE 

OPERATOR’S 

FORSA 

AMOUNT 

;  SHARE - 
LE  . 

VALUE 

I. 

S 

2. 

3.  . 

,IHIII|[||||||||H 

HHHIi 

bhhihh 

5. 

1  •  1 

I-  

TOTAL 

i _ _ 

•  !  TOTAL  TOTAL 

26.  CASH  OPERATING  EXPENSES  CREDIT  NEEDED  PLANNED  EXPENSES 

«  % 


Hired  Labor . S 

Macbinety  Repair .  S 

Interest . . . $ 

Cash  Rent .  S 

Feed . S 

Seed . ., . .  $ 

Fertilizer .  S 

Pesticides  &  Spray  Materials .  S 

Livestock  Expense . . . $ 

Machinery  Mire  . .  $ 

Fuel  and  Oil . $ 

Personal  Prop.  Tax . . . *  $ 

R^al  Estate  Taxes . .*... .  $ 

Water  Charges .'. .  S 

Property  Insurance . .  S 

Auto  &  Truck  Expense  (Farm)  S 

Utilities . . . S 

Feeder  Livestock  (Bouglit  &.  sold 

during  year) . . $ 

Family  living  Expenses  S 

Other .  S 

.  TOTAL  $ 


S 

$ 

$ 

$ 

S 

s 

s 

$ 

$ 

s 

$ 

s 

s 

$ 

s 

$ 

s 

s 

s 

$ 

s 
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Financial  Summary  of  First  Full  Years  OperatkNi 


Livestock  fneome 
Crop  Income 
Other  Farm  Income 
Off-Farm  Income  (net) 

Total  Gross  Income  (A+B  K^'t-D) 

Total  Cash  Expenses  (Table.  19) 

Net  Cash  Income  (E  minus  F) 

Loans  and  Other  Credit 
Interest 

Balance  Available  for  Debt  Payment  (G+H+l) 


DEBT  REPAYMENT 


TO  WHOM  OWNED 


AMOUNT  DUE 
FIRST  YEAR 
(PRIN.AINT.) 


1  PLAN 

PRIN.AINT. 

TO  BE  PAID 

_ _ _ _ 

DATE 

SOURCE  OF  FUNaS 

29.  Other  Relevant  Information: 


30.  Lenders  Planned  Loan  Servicing: 
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31 .  A  Cuaraulce  Fee  Report  on  Form  FmllA  449-19  ami  a  cltctk  for  tlic  amount  of  tlic  |;iiaranlcc  fee  will  be  provided 
at  the  time  the  Loan  Note  Giiarahtcc  is  issued. 

32.  Tl>c  undersigned  (a)  eonsiders  the  proposed  Joan  to  be  sound  and  within  the  borrower’s  repayment  ability,  • 
(b)  believes  that  all  applicable  rc(|uircmcnts  in  7  CFR  Part  1980  Subpart  B  have  been  or  will  be  met.  (c)  will  not 
make  the  loan  without  an  FmllA  guarantee,  and  (d)  docs  not  believe  the  needed  financing  can  be  provided  by  the 
applicant  from  his  or  its  own  resources  or  obtained  by  him  from  other  sources  at  rates  and  terms  he  or  it  could 
reasonably  be  expected  to  meet  without  an  FmllA  guarantee.  If  the  applicant  is  a  partnership  or  corporation,  the 
undersigned  docs  not  believe  that  the  principal  partners  or  principal  stockholders,  cither  individually  or  collectively,  ' 
will  be  able  to  provide  the  needed  funds,  either  with  their  own  resources  or  with  credit  obtained  by  them  froin  ulhcr 
sources  without  an  FmllA  guarantee.  A  principal  partner  or  principal  stockholder  is  one  who  owns  20%  or  more 
of  the  interest  in  the  partnership  or  corporation.  If  no  person  owns  or  controls  as  much  as  20%,  all  partners  and 
Stockholders  will  be.  considered  principal  partners  or  stockholders. 


3I.  From  an  examination  of  information  supplied  by  tlic  Lender  on  the  above  proposed  loan,  the  county  committee 
oertification  or. recommendation  and  other  relevant  information  deemed  necessary,  it  appears  that  the  transaction- 
can  ^rroperly  be  completed. 

Tltercfore,  tlie  United  States  of  America  acting  through  the  Fml  lA  hereby  agrees  that,  in  accordance  with  applicable ' 
provisions  of  tlie  FmHA  regulations' published  in  the  Federal  Register  and  related  forms,  it  will  execute  Form 
FmHA  449*34;  "Loan  Note  Guarantee,"  on'  the  above  loan  at  the  time,  subject  to  the  conditions  arid  requirements 
spedded  in  said  regulations  and  Form  FmllA  449*14,  "Conditional  Commitment  for  Guarantee,"  attached. 

If  tlie  Loan  Note  Guarantee  is  executed  and  the  guarantee  fee  is  paid  by  the  Lender  to  FmHA,  the  loan  subsidy  rate, 

/  if  anys  payable  by  FmHA  to  the  Lender,. and  the  interest  rate  payable  by  the  borrower  iu  cases  which  tiiat  rate  is 

Rmited  by  statute  or  is  fixed  from  time  to  time  pursuant  to  statute,  will  be  those  rates  in  effect  on  the  date  of  this 
approval. 

Rale  payable  by  borrower _ I _ %  per  annum.  Subsidy  rale - %  pcr.annum.* 

This  approval  will  expire _ days  from  the  date  hereof  unless  the  time  is  extended  in  writing  by 

FmHA,  or  upon  The  Lender’s  earlier  notification  in  writing  to  FmHA  that  it  does  not  desire  to  obtain  an  FmHA 
gaarantce. 

UNITED  STATES  OF  AMERICA 
FARMERS  HOME  ADMINISTRATION 


•If  aone.  Insert  “none"  in  blank. 


HoetAi  aioisraA  sn— iumat,  tvriMHt  «,  1977 


